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ARGUMENT ON BEHALF OF THE GOVERNMENT OF THE PROVINCE 
OF MANITOBA TO THE ROYAL COMMISSION ON TRANSPORTATION, 
OTTAWA, FEBRUARY, 1961. 


PART ONE 
CHAPTER I 
NATIONAL ECONOMIC POLICY 


Definition of National Economic Policy 

During the hearings of the Commission held in Winnipeg on February 8, 
1960, the Premier of Manitoba, the Honourable Duff Roblin, introduced 
his submission, on behalf of the Government of the Province of Manitoba, 
in the following words: 


' In September, 1958, the Canadian railways applied to the 
Board of Transport Commissioners for an interim increase 
of 19 per cent in the general level of freight rates and 25 
cents per ton on coal and coke to yield an amount calculated 
to meet the estimated costs of increased wages to the non= 
operating railway employees which were pending as the 
result of negotiations with the union and the recommendations 
of a Conciliation Board. The Board, after hearings in October, 
allowed a horizontal increase of 17 per cent plus 22 cents 
per ton on coal and coke by order effective December 1, 1958. 
All the provinces, except Ontario and Quebec, immediately 
appealed this decision to the Governor in Council, requesting 
that the increase be rescinded or suspended.,"' 


~ 
= 


It was the submission of the.provinces to the Governor In 
Council that there must be a halt to the present method of 
granting freight increases by means of horizontal percentage 
increases, They indicated that since 1948 freight rates 

had been increased by a cumulative total of 157 per cent and 
that with each increase there was a further attrition and 
erosion in the traffic moved by rail with the result that in the 
hearings of October, 1958, it was admitted by the railways 
that about 75 per cent of the proposed increase would be 
extracted from 32 per cent of the traffic. It was further 
submitted that the major part of this ever-shrinking 32 per 
cent was traffic from or destined to the Western Region 

and the Maritime Region; those areas not having the 
extensive road systems of the Central Provinces nor the 
benefits of a highly developed water route. These regions 
represent the so-called ''captive traffic" for railway 
transportation, and it was those same regions which have 
been constantly compelled to compensate the railways for 
any deficiencies in revenues, ''(1) 
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The Premier went on to say: 


' The provinces further submitted that general freight rate 
increases by means of the horizontal percentage method 
had and would continue to have a detrimental effect on the 
economic growth and development of the Western and 
Maritime Regions, If long established national policy for 
regional economic development and expansion was not to 
be frustrated, a critical re-appraisal of Canada's 
transportation system and its problems was imperative. ''(2) 


The Governor In Council dismissed the appeal and allowed the Board's order 
to become effective on December 1, 1958. As aresult of the pleaof the 
eight provinces for a complete revision of the freight rate structure, the 


Government established a Cabinet Committee to report on a plan to ease 


\ 


the impact of the latest increase on specific areas and undertook to appoint 
a committee of experts to conduct a long range study of the distortions in 
the freight rate structure which had arisen as a result of the post-war 
horizontal rate increases, 

In an announcement dated November 26, 1958, the then Acting Prime 
Minister, Honourable Howard Green, said in part: 


' A study is being undertaken at once to work out measures to 
relieve against inequities in the freight rate structure including 
any that may be aggravated by the present increases. Steps 
are also being taken to set up a suitable body to review the 
general field of railway problems and policy. This study will 
include not only a comprehensive consideration of the railway 
freight rate problem - including the situation of the long haul 
provinces in the west and in the Atlantic region - but also other 
specific problems which require solution if Canada's railways are 
to serve the national interest without prejudicing particular indus- 
tries or areas." 


Subsequently on May 13, 1959, by Order-In-Council PC 1959 - 577, this 
Royal Commission was authorized. The terms of reference read in part 


as follows: 


'" The Committee of the Privy Council have had before them 
a report from the Right Honourable John G, Diefenbaker, 
the Prime Minister, stating that it is in the national interest 
that a comprehensive and careful inquiry be made . 
into problems relating to railway transportation in Canada 
and the possibility of removing or alleviating inequities in 
the freight rates structure." 
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Term (a) states that the Commission shall consider and report upon: 
" Inequities in the freight rate structure, their incidence 
upon the various regions of Canada and the legislative 
and other changes that can and should be made, in 
furtherance of national economic policy, to remove or 
alleviate such inequities. 
Term (b) of the reference directs the Commission to consider and report 
upon: 
'' The obligations and limitations imposed upon railways 
by law for reasons of public policy, and what can and 
should be done to ensure a more equitable distribution 
of any burden which may be found to result therefrom." 
It is submitted that the dominant theme of the terms of reference and the 
consistent theme throughout the statements by the provinces in their appeal 
to the Governor In Council in November, 1958, is that of "national Economic 
policy". It is clear that the governing phrases of the terms of reference 


establishing this Commission are " 


national ecor »mic policy" and "public 
policy" and that these Benen for the purpose: 29 this Commission, are 
synonymous. 

The first matter which Pugiineeenhitten is therefore 'national economic 
policy". We submit that it is essential as a condition precedent, that this 
Commission first determine what has been and what i: "national economic 
policy'' in Canada. Having determined this factor in the terms o/ reference, 
the Commission can then properly conside.: the role of transportation in 
relation to ''na onal economic policy'’ and make recommendations consistent 
with that p lic . While it would be presumptive to offer a single statement in 
definition of ''national economic policy", it may be summarized as a policy or 


plan, or as a series of policies or plans, the object of which is to secure the 


development of Canada for all Canadians. ''National economic policy" is 


concerned with national development,with the utilization of our resources witha 


view to improving the standard of living of all Canadians regardless of 
geographic location, This definition stresses the development of Canada 


for all Canadians; it emphasizes the utilization of our natural and human 


ae 
>| i 


- a) 


Hen 
sical Saige’ giants: siglo ot 
: ovitaleigel art bas sbsasD to snotgo" au 
ie nt obam-ad biuede bax 20 test ag) {9 tendio bas 
- so ovodteT od ,ysilog pimonoss isnot v5 go lett 
: " geitiupent Ws 


w in vee 
7 rroqes brs IShianoo of} nciseiermeD art aldetib sone tets 
e j oad | 
Seip yer 
: - cue Ve . 
ayewliet node bstogml anoitatieni bas 
bis tao tedw baw Yatiog 1 dlidug to pte 
noifidinieth sidstiups stom s s1veNde OF ‘eniob a 104 nae 
" prodtexedt Hygot of bavot od year doidw aobriud ys ros | ms ‘ 
mn " 
Wer b! : 
or? bie cotietsio®s lo anrtet on to amiadt ssishiicns dele Do cod ui 
4 wt i 
/ ~ 
; jesqos herd ai esontvoyg ods yd eisermetata edt todgsiortt oust my 
| ch faieadlick Wt een ola ates 0 eck 
; Sexon00N innolisaa" to tent gi ,820l .sedgnevovi al LisewoD nl 20 vou 6. 
‘ eae 
390n St ot to errr! eat to a2o28 tag grlareves ¢ « sit sad ace wuts cay A 
< \ y a _ : 
Siidut" bes "otloq stint ope lacolien" S18 nol ipabaratoD airii ‘Ba iz Lic 
e" 
Sis soreaimraoD aids iv \eeogiug ent tot noratdey. geort taely bra * 
| aus ae. 
, a rida ¥ CaN 
h’ cae A ; - 4 
, at os 
iat Stardtoos imnditad” etotergdt al noitiniteb es1iupet doidw ieitan | a Tri 
f aid} Jatit snebsostg aoitibnoo 6 as Isitnoess ef ti ted? hives ow tty 
gh) 7 4 
"al stmoness ieneiisa" ujedw bas need asd ted aches seteb tech siiuala reer - 
a, oan @ 
<4 ~ ’ P a» e ‘ P, i ' f is . rar 
: onswlst io sar1ot sdi oi totoslt eid? benaicatateb gatvel “sbans 2 at (ot 
7 E 
ie ah neitsiiegzasst to Slot eit uobignoo ylrago tw meant 90, aoieat mor 


‘ 


0 
_ dmevatanc > enoltshoscimoset eso brs “votlog Sintendose Isao. zn" 0! 708. 
ys 


ai insirsiaie sigata s isfio oj svltqmuasig sd bluow ti sitiW - : ath a 


| 


aa Ane P , 
te ¥t4oq B ®4 PSs Mimics 90 Yan 7 . woliog Simronoss Lint to 


oni aujo9e Of al rioviiw io toside ont .2aslg vo asioiiog to esi1sa 


ai yalleg sintonesa lsnottaw"  edeibsasD Us sot abaneD' 1o- terse 


RS. 
“eae 


7 
diiw agotuozet wo lo nolssility off diiwtnemqoleaveb Jangttan ig ee 


10 waslbisge: eneibsaaD Us to ynivil to baba id s r v sh 
sbengd Efeencayelt a ots acaaeua noitini tg — 


seme! bas Lawuian 09 to aoltesilisy adi nasiasrigc 


10. 


aL 


resources to improve the well-being of all Canadians in all regions of 
the country. ''National economic policy" in Canada since 1867 has 
consistently been designed to foster and promote the development of 
the various regions of Canada for the benefit of the entire nation, It 
has never been the intention that one area of the country should be 
preferred at the expense or exclusion of another area. 

Role of Transportation in Furtherance of National Economic Policy 
This national policy is illustrated by reference to the construction and 
operation of Canada's railways and the historic role which they have 
played in the furtherance of "national economic policy", Canada, by 


the very nature of its vast distances, its small and scattered population, 


the location of its natural resources and its dependence upon export markets, 


has been a difficult country for which to furnish transportation, The 
geographic nature of the country is such that transportation has always 
played, and will continue to play, a major role in its economic growth. 

In view of its importance, transportation has been closely interwoven 
with the economic, political and social life of the country throughout its 
history, From the earliest days of settlement, the governing bodies of 
the country have taken an active part in providing transportation by water, 
highway and rail, and more pepentic by air and pipeline. In the process, 
a national transportation system has been built up by a combination of 
public and private initiative with eeinas forms of government assistance, 
The principal requirements for an effective national transportation system 


may be stated as follows: 


(a) It should _permit access to markets by the most 
direct routes and by the most efficient means 
which a potential traffic will sustain. 

(b) It should provide that combination of transportation 
facilities which yield maximum economies to 
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producers and consumers and reasonable returns 
on invested capital. 
Provision of Transportation Facilities in Canada 

11, Historically, the provision of transportation facilities has been dominated 
by the desire to link together the former British North American colonies 
into a cohesive political and economic unit. The system reflects a deliberate 
effort to avoid the powerful forces tending to bring about an absorption of the 
several provinces into the economy of the United States. As aresult, a 
fundamental and persistent problem has existed in the history of Canadian 
transportation, This problem is focused on the interplay of two divergent 
concepts: profit motivation as evidenced in commercial principle on the 
one hand; and the public policy objective of national unity on the other. 

12. In the first stages of the country's history, waterways provided the most 
important form of transportation. At an early date, however, it was 
recognized that economic growth depended to a large extent upon the 
construction of railways. The large productive areas of the country 
could be served only in a limited way by its system of waterways. 

13, The fear of economic and political annexation by the United States led the 
scattered colonies of British North American in the latter half of the 
nineteenth century to consider the formation of a larger and stronger 
economic and political unit. In these considerations, cheap, reliable, 
year-round transportation was an essential element. 

" The decision to build the railway entirely through Canadian 
territory was of fundamental significance. Before Confederation, 
the colonies had been faced with two broad alternatives. One 
was to be drawn into the economic orbit, and probably also 
into the political system, of the United States. This would have 
lead to integration, in each area according to its particular 
characteristics, with the common neighbour. The economic 
development of each region would have been determined by 
the relationships it managed to establish with the country 


to the south. On the eve of Confederation, it seemed that 
the price of such relationships would not be less than 
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political assimilation. This consideration turned the 
colonies to the other alternative which was to ensure 
political independence through a union of their own 
and to seek strength and prosperity by a national 
economic integration based on an expanding inter- 
regional trade, The pull to the south was strong, 
The establishment of an east-west integration would 
require bold and far-sighted policies of national 
development", (3) 

14, Prior to Confederation, the Grand Trunk Railway had become an important 
line, serving the people of both Canada and the United States, After 
Confederation, the Intercolonial Railway was constructed with public 
funds, largely for the purpose of bringing more closely together, politically 
and commercially, two separate sections of the country. Construction of 
this railway linked the newly formed Maritime Provinces with the former 
Canadas and was an attempt to meet the political and economic requirements 
of the public policy of the new Dominion, A railway project of much 
greater magnitude and significance, an all-Canadian transcontinental 
line, was projected by the Government and completed by a private company, 
the Canadian Pacific Railway, with extensive public assistance, 

15, In the early days of Confederation, national policy was concentrated mainly 
on fostering the political unity and economic integration of the newly 
united provinces, Both these objectives required the flow of trade and 
traffic in east-west channels and therefore necessitated the creation of 
transportation links between the different parts of the country. The 
central importance of transportation in Confederation is evidenced by the 
fact that the provision of rail transportation facilities was a condition of 
entry for both the Maritime Provinces and British Columbia and by the 
emphasis on the construction of an all-Canadian line, built with substantial 


Government assistance. Due to the distances which separate Canada's 


producing territories and consumer markets, development of the country's 
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a 
resources depended upon railway construction and low transportation 
charges. The people of Canada have given such aid as was necessary 
to procure adequate transportation facilities that would develop the 
country's resources and facilitate the flow of products to market. 
Historical Development of National Economic Policy in Transportation 
The specific public policies of the various federal governments since 
Confederation ree at times varied but the ultimate goal in each case 
was to maximize and equalize opportunities and benefits for all ree 
in all regions of the country. 

Early Canals and Public Policy 
Water transportation was of primary importance in the early stages of 
Canada's development. In the case of the Maritime Provinces, the sea 
provided the route for trade and settlement. In the Provinces of Upper 
and Lower Canada, the Great Lakes and the St. Lawrence River waterways 
Beis access to the principal areas of colonization. Inthe Prairie Provinces 
and British Columbia, river valleys and regions adjacent to lakes were the 
chief areas of settlement. In order to facilitate the maximum use of these 
waterways and to overcome such natural hazards as rapids and shallows, 
it was imperative that canals be built. 
' The Canadian and Imperial Governments built nearly all 

the canals of the St. Lawrence system as public works. 

Those, such as the first Welland Canal, which were built 

by private companies, received help from government and 

were without exception taken over as public works. 

The magnitude of these works and the lack of adequate 

private capital made state action necessary and 

inevitable. Military needs often reinforced the need for 

state action. ''(4) 
During the period of major canal construction, the central national 
objective was to divert traffic from the United States waterways to the 
St. Lawrence system. Canals were an instrument of public policy directed, 
within existing limitations, to making transportation facilities available to 
all reas on an equal basis. In the furtherance of national economic policy, 


construction and maintenance of the extensive canal system in Central 


Canada was assumed in full by Government. There was no attempt to 
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8 
recoup costs and the system was operated as toll free waterways. 
To the end of March, 1957, the total capital expenditure on the 
canals system by the Federal Government was $ 242, 104, 349. (5) 
This figure represents the original cost of construction and does 
not include cost of maintenance and improvements, In addition, 
the Federal Government through the St. Lawrence Seaway Authority 
of Canada, is responsible for a portion of the cost of construction of 
the St, Lawrence Seaway. The cost to the federal government of 
this project is $ 322, 000, 000 of a total of $ 1, 054, 000, 000. (6) 
Construction on the Seaway has been premised on the basis of a 
self-liquidating project, the cost of which is to be recovered from 


the imposition of tolls on shipping. 


Early Railways and National Economic Policy 


Following Confederation, while waterways eentinaed to play a strong 
supporting role in transportation, the construction of railways emerged 
as the major element in national policy. 

Government policy in the construction of railways prior to 1867 has 
been outlined by Professor Morton at page 4418, Volume 30 as follows: 


'' In the period before Confederation. ..railways were either 
built and operated as public works or a private company 
was made an agent, or to speak more precisely, a partner 
for the time being, of the state, in providing railway transpc t. 


Q. What of the policy followed by the Canadian Government 
in the field of railway construction during this period? 


7:e Well, I think the Guarantee Act of 1849 is a clear 
example of the relation which was developing between 
governments and private railway companies in 

British North America, The Act begins by stating the need 
of government assistance for railway construction ina 
sparsely settled country where capital was scarce, It 
provided that the government might guarantee the bonds 
of any railway, once seventy-five miles had been built, 
up to half the cost of the railway, at a rate of interest 
not to exceed 6 per cent. Provision was made for a 
sinking fund and a mortgage on the lines of which the 
bonds were guaranteed, although in fact the Act was 
applied in a most flexble manner. Municipalities 

were also allowed to assist railway construction and 
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were assisted to do so by the creation in 1852 
of the Consolidated Municipal Loan Fund." 


The construction of the Grand Trunk Railway 
was the outstanding example of how Canadian 
governments aided the construction and 
operation of railways by private companies to 

a degree which exceeded the help given railways 
in the United Kingdom and even in the United 
States. The company was given a bonus of 
3000 a mile, about one-third the cost of 
construction, and government support extended 
in other ways." 


When the Grand Trunk encountered early financial 
difficulties, guarantees of a new bond issue at 6 
per cent were made in 1855. In 1856 a further 
guarantee and an outright grant were voted, and 
further aid given in 1857,"' 
' The construction of the Grand Trunk was an act of 

provincial policy, designed to give Montreal a share 

in the trade of the American Middle West and a winter 

port in Maine by meeting the competition of American 

railways and canals." 
Confederation and the Intercolonial Railway 
The union of the provinces of British North America was a complex 
event, Political union of British North America would improve its 
credit position and’/permit railway construction while railway 
construction would provide the economic basis for political union, 
In the early post-Confederation era, railway construction held a 
dominant position in the political and economic policy of the Dominion 
Government. As a condition of Confederation, the Dominion Government 
undertook to build the Intercolonial Railway. The obligation by the 
Government to the Maritime Provinces was discharged in part by 
building this railway from Halifax, Nova Scotia, to the St, Lawrence 
River at Riviere du Loup, Quebec. Section 145 of the British North 
America Act of 1867 sets out this obligation as follows: 

' Inasmuch as the Provinces of Canada, Nova Scotia 

and New Brunswick have joined in a Declaration 
that the Construction of the Intercolonial Railway 


is essential to the Consolidation of the Union of 
British North America, and to the Assent thereto 
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of Nova Scotia and New Brunswick, and have 
consequently agreed that Provision should be 
made for its immediate Construction by the 
Government of Canada: therefore, in order 
to give effect to that Agreement, it shall be 
the Duty of the Government and Parliament 
of Canada to provide for the Commencement 
within Six Months after the Union of a Railway 
connecting the River St, Lawrence with the 
City of Halifax in Nova Scotia, and for the 
Construction thereof without Intermission, 
and the Completion thereof with all practical 
Speed," 

23, The investment in the line was exceedingly large, reaching a total 
of $ 108, 000, 000 by 1916 for 1,450 miles of track. This outlay was 
due primarily to the circuitous route which was chosen to avoid 
crossing into the United States, From the point of view of political 
consolidation of the four provinces, there were strong arguments for 
mutual commerce and trade, In addition to these considerations, 
construction of the Intercolonial made possible the introduction of a 
common tariff policy. As a source of revenue, the tariff helped to 
finance the railway and as a protective measure it helped to create © 
traffic and direct it to the new line. The freight rates which applied 
to traffic moving over the line were set on a relatively low basis so 
that shippers were not required to pay for the additional miles of 
transportation occasioned for reasons of public policy. 

24, This railway, built and operated by the Government, was not designed as 
a commercial venture, The financial implications of public policy in this 
instance were threefold: (1) The Government incurred the cost of 
constructing the line; (2) because of the circuitous route users could 
not be required to meet the full cost of operation and maintenance; and 
(3) the Government was committed to meet recurrent deficits, 

The Pacific Railway and National Economic Policy. 


25, It was fully recognized that a railway to join the Atlantic to the central 


provinces and a Pacific railway that would incorporate Rupertsland and 
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British Columbia were necessary to achieve the union of British 


North America, 
.'' the coming of railways had made practicable the 
hitherto vague project of acquiring Rupert's Land 
and of linking up with the colony ( of British 
Columbia) on the Pacific. They would also furnish 
winter access to the sea through the Maritimes. 
By bringing this area, stretching from sea to sea, 
under a single government, vast new possibilities 
for expansion would be opened, ‘The trade of the 
Orient would be tapped:and a great iniernal market, 
integrating the occupations and resources of all the 
colonies, would be established. ''(7) 


26. As previously stated, the Atlantic railway was the Intercolonial which 


27, 


was built and operated by the Government, The Pacific railway was no 
less necessary, but was an even more complex and enormous undertaking. 
The acquisition of the Northwest and union with British Columbia had to 
be negotiated first. Then the longest railway of its time had to be built 
over some of the most difficult terrain on the globe. Manitoba entered 
Confederation on the understanding that a railway would be built to connect 
it with the outside world, Its public lands, like those of the North-West . 
Territory, were reserved for the purposes of the Dominion, that is, for 
homestead and railway land grants. When British Columbia entered the 
Dominion in 1871, the terms of union required the national government 
to begin a railway to the Pacific within two years and to complete it in 
ten. Railway construction was thus an integral part of national union and 
national expansion, 
This plan for national development and the role of the transcontinental 
railway in its implementation have been described in the Report of the 
Royal Commission on Dominion-Provincial Relations as follows: 
' The first of these policies was to provide east-west 

channels of trade independent of the United States by 

building a transcontinental railway wholly over 

Canadian territory. Such a railway would open the 

undeveloped lands of the West for settlement and fix 

the political and economic destiny of the area, But 


the construction of such a line over empty distances 
and forbidding mountains could not be undertaken 
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without extensive public assistance. This fact 
pointed to the second policy which was indeed 

an essential complement of the first. The 

public lands of the Northwest were to be used 

by the Dominion to promote railway expansion 
and rapid settlement. Land grants would 

provide the greater part of the public assistance 
required by the railways. The railways, in turn, 
would make the lands valuable and a free home- 
stead system would attract a rush of settlers. The 
decisions to build an all-Canadian railway and to 
establish a vigorous Dominion land policy were 
basic national decisions which, together with the 
adoption of the protective tariff which was soon to 
follow, fixed the pattern of subsequent economic 
development in the Dominion." 


The MacDonald Government's policy respecting completion of the Pacific 
railway was outlined during the debate on the Act of 1881°9) which ratified 
the agreement the Government had made with the Pacific syndicate, which 
ultimately became the railway company. Sir Charles Tupper, Minister of 
Railways and Canals, declared that '' the great national work, the 
Canadian Pacific Railway ...'' should be constructed ... '' through the 
agency ofa private company aided by a grant of land and money.'' To 

that statement Prime Minister MacDonald added that the company 

"would get a fair and full return for all their risk, for all their expenditure, 
and for all their responsibility", (10) The Canadian Pacific Railway 
Company was thus, in present day language, to be the chosen instrument 
of national policy in fulfilling the purposes and obligations of the Dominion. 
Not only was the company io build the railway, it was, in the language 


of the Act'"'... hereafter and forever ... to... efficiently maintain, 


work and run the Canadian Pacific Railway.'' (11) This obligation in 
perpetuity was made even more solemn by the matching exemption of 
the Company's railway property from taxation in the North West 
Territories also in perpetuity. 

The line, privately owned and operated, was to be 9 = .:ional line built 
as part of a national policy to fulfil national purposes. The undertaking 
was large and the immediate potential traffic small. Prospects of profit 


on the new railway seemed unattractive, The Government, in keeping 
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with its policy, offered generous inducements to the investors to 
undertake the venture. The benefits received by the company under 
the terms of the contract with the national government were as 
follows: 

A subsidy of $25 million; 25 million acres of land in 
Western Gunde: 713 miles of railway constructed i the Government 
from Selkirk to Lake Superior, Kamloops to Port Moody and Selkirk to 
Emerson, later valued at $ 37, 785, 320; the lands required for the roadbed, 
stations, station grounds, workshops, freight yards, docks and other 
structures, In addition, the company was to receive admittance, free 
of duty, of steel rails and other materials used in the construction of the 
railway, telegraph lines, and telegraphic apparatus; tax exemption forever 
of capital stock, stations, station grounds, workshops, buildings, yards 
and other property, rolling stock and appurtenances; tax exemption for 
twenty years or to the time of sale or occupancy of lands of the company 
in the North West Territories. Finally, the company was granteda 
territorial monopoly of railway construction and operation in Western 
Canada for twenty years, 
Early Freight Rate Policy 
The period from 1867 to 1896 was characterized by large public 
expenditures on transportation facilities in the form of subsidies, land 
grants, and other forms of assistance by the national government, Not 
until 1879 was an attempt made by the Government to limit the rates 
charged by the railways, although under the British North America Act 
of 1867 ( Section 92.10 (a) ), the Dominion Government was given 
complete jurisdiction over inter-provincial railways. The main source 
of control on rates in Eastern Canada was exerted by competition from the 
canals and existing American railways. However, competition as a form 
of control of aise proved inadequate, for in many instances, areas in 


Eastern Canada were served by only one railway, while in other instances 
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the railways, through co-operative arrangements, determined the 

level of freight rates, the charges for individual shipments, and the 
quality of service, 

Public complaints about the level of freight mavenuiey in the 1870's. 
This led to legislation in 1879 which introduced moderate and indirect 
tariff control by limiting the level of dividends. Under the Consolidated 
Railway Act, power was given to the Governor-General-in-Council to 
limit rates to a level which would permit the railway companies dividends 
of not more than 15% on capital expended on construction. (12) This 
clause was dropped in the 1888 revision of the Act, but it was retained 

in the charter of the Canadian Pacific with the rate fixed at 10%. These 
measures, however, failed to remove regional discrimination since the 
rates were batsttest in Western than in Central Canada due to the absence 
of rail and water competition in the West. It was not until the Crow's 
Nest Pass Agreement of 1897 that an attempt was made by Government to | 
alleviate the burden occasioned by regional discrimination of rates in 
Western Canada, 

The importance of rate regulation to the Province of Manitoba and the 


Northwest region was described by Professor Morton in his submission 


as follows: 

Us Professor Morton, why was rate regulation of 
importance to Manitoba and the Northwest in 
particular ? 

A: The reason for this was partly the geographic 


position of Manitoba. Its remoteness, however, 
was as accessible to American as to Canadian 
railways, and it might theoretically at least 

have expected to enjoy the benefits of competition, 
But another part of Canadian national policy, and 
particularly after 1879, was the maintenance ofa 
protective tariff. The tariff, of course, operated 
to diminish the flow of goods northward from the 
United States and so to diminish the competitive 
capacity of American railways to haul exports 
from Manitoba, The general effect was to make 
Manitoba and the Northwest, as the Prairie 
Provinces have remained, an area in which 
Canadian railways are sheltered from the com- 
petition of American railways. Equity thus 
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demanded some regulation of railway rates to offset 
this consequence of national policy. Even more urgent 
was the national need to encourage a flow of wheat 
exports to market in order to pay for the national 
development of Canada." 


First Attempts at Rate Regulation and the Crow's Nest.Pass Agreement 


33. 
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Not until 1897 did it become national policy to seek to modify the monopoly 
position of the Canadian Pacific Railway in the West and to reduce the 
disparity between the rates charged in Central and Western Canada. 
Beginning in 1896, Canada experienced a period of unprecedented 
prosperity. A significant contribution to this national prosperity was 
made by the settlement and agricultural development of the northwest 
area of the country, which fostered economic expansion in the rest of 
Canada. 
' The settlement of the Prairies took place within the 

framework of the national policies of all-Canadian 

transportation and protective tariffs. The resolute 

application of these policies directed the growing 

demands for capital equipment, for manufactured 

goods, for distributive and commercial services 

into Canadian channels, thus bringing expansion in 

other parts of the Dominion. (14) 
The settlement, doo -lc,-.cmt and rapid expansion of the Prairie region 
required large quantities of manufactured goods, both capital and consumer. 


.'' The protective tariff enabled Canadian manufacturers to 


capture the greater share of this new market, thus giving 
a tremendous impetus to industrialization in Ontario and 
Quebec, to the coal and steel industries of ova Scotia 


~ 


and tothe lumber i727 3:'2" 07 (3 >"*icl, Columbia, "(19) 
Owing to the long hauls from Western producing centres and the lack of 
competitive surface transportation facilities to foreign consuming 
markets, freight charges on the shipment of grain were high. The 
national policy for Western settlement and development required low 
freight rates in order to improve the competitive export position of 
Western grain producers. At the same time both the Canadian Pacific 
Railway and the Dominion Government were concerned about the growing 
domination by American railways and commercial interests in a segment 


of Canadian territory - the Kootenay Valley district of British Columbia. 


; eres sty al 
. daomssigé saat teed z'word.eds sei slp waa 2 6 angus ~ 


a ; as i > - “ ( : 
 -sploddnent, aiff yithors oF odes etyliceg tanoktah sts bib vee was: 
5 ‘ is, > y ’ 
a} ay . 
sit sanber Of bees $4S6Wi sei ni YA Wish oftroa: pattania’> od iO. 


shaucD nusiesW heb lawned nt Degdailo < tan ont nosowtedy (tks 
t i 


> “ Ng 
7 bsiusbasevany to betsea «6 bsonwt: 19Gk2 shane) gest att 
ais WiiTod Tug: iLenorten ery oF nOLvaritaesd tagcitirgie Ao 
7 . <a 
7 jpowsi: Oo fSertaoley sly Lauda ols pes) bite insmolitea oft y 
i , 
7 Me 4 x 
lo test wit ol colansgyy oterohose bereteo! daiiw ,yitaves edtleiget 
f - ren N's i 
" ‘ ; . 
} ije 7 


ihw suglq 400! esinie7® ady to Ghent ittaa ont ! 


bata lis to ebtohod Lenoitan SAP R6 Anowensth | i 

sx anT ,a%tiace? byitosinza site S noite roqets td | 
i} botostth, si pHog Saat? to nettantiqgs - 
x sot. dnemqisps feigas, not sbneaiba. 
isioapeimoD bas svitversterb tot ee 
gqxcvinitiodud git lelepmmis gsiband Oli. 
22)" notated grt to Laine ‘rario . 

: rab | 5 ; a, ea 
peigex-siuis‘t to mOlscagxs biqer Das sia) ee. Jtasaialioes at i 4 


in tah 
MMYENOS bos Issiqes siod. .choog bowwiosipasar 70 asleep ayia bewduper 
PT 5 Mat nem Halpsits) bsiigie ita auiioades tg ogi i» : hea 
weevs iti; too ison wee ef to sige tetge%y ext Stigas ae f : 
ms i iptte Oo: 10 1gsdeivieubni ob aiega enébigmelt 6. i 
| 7 ar #9iTiatbai feote bee lens edt ot oaduuy 


e 


y Giy ation ae aie ne aetareays asi? ad bits 


1c 10 Hoe! of? Sas eotinss grioubosg stomeW atom elena bok out o} yah 
: < i . a _ oh 


is 


é cin (‘es ' 
TT me ‘ Tat se S a, Tee % +4 gc, fey - fy % > - gh tne * 
iim Uen GO? rettiliog? nolisioganmes) esaiide ovititeamés 


ri iY  lyid gcew nietg to, itetgiie sat ne eSuquo tit oT 


‘ct. 
4 


WOi berisps+ Jmosmaches One tnonreiivee ristaeW so? wu 


O BOll4aoy Peds: a SeLNTOo 95 ii sv0 ngasti or, tsb10 ae wala: 


i | eal 
Dion ogthens)' 2/1) ciod ¢intd spas. s eat tA. . sreoubong Gn lass 


af oy 
Biwors ens Toots behsSonoo stey sasran savor | ¥ oss P 


A or je ts qin 


nonyes e-n eleetetht! Igloieminres bib ayswlt f 


" * ae A a 


\ 


Nw a 


sidicautod deitin8 to joietb’ 


: “ : 
: 


15 


36. In return for a cash subsidy, and a land grant for the construction 
of the Crow's Nest Pass line, into southern British Columbia, the 
Canadian Pacific Railway in 1897 entered into an agreement whereby 
the rates on specified commodities Westbound and on grain and flour 
Eastbound were reduced in perpetuity and the railway submitted to 
the future regulation of other rates. The novelty of this aspect of 
national policy of minimizing inter-regional differentials in freight 
rates, as well as its complexity, is given in the classic statement by 
Frank Oliver, Member of Parliament for Edmonton, during the debate 
on the Crow's Nest Pass contract in 1897. 


...'' There is no question of "railway or no railway'' in this 
country now, wherever the circumstances will justify 
construction. The question is one solely of rates and 
management, and it is because the railway rates have 
been distinctly against the west in particular and in 
general from the first that Manitoba and the Territories 
have shown so much less rapid progress than was 
expected when the Canadian Pacific Railway was first 
aided, It is for the same reason that the trade of 
eastern Canada with the west has not increased as 
was hoped at the same time, partly because the trade 
is not there to be done, and partly because, owing to 
the more advantageous railroad situation of the United 
States manufacturing and commercial cities of Chicago, 
St. Paul and Spokane, a large proportion of the trade of 
the west is done with those cities. And as the duties 
are lowered a proportionately greater share of the 
trade will be done by them, unless the rates of trans- 
portation between eastern and western Canada can be 
reduced to a level very far below what they have yet 
been. A general and adequate cheapening of the rates 
from eastern and throughout western Canada would 
develop the west, and enable the east to reap the sole 
outside profit of that development. A failure to bring 
down the rates to the point of final effective competition 
with the lines of the United States is to fall short of the 
mark; is to continue to retard the west, and to divide 
its trade between eastern Canada and the United States, 
to the increasing advantage of the latter. It is because 
of the universal recognition of this fact that the prospect 
of a radical change in the condition of the western 
transportation problem was hailed with universal 
satisfaction throughout the Dominica; aud it has simply 
been taken for granted by all parties that the Crow's 
Nest Pass line must be built, not because of the line 
itself, but because of the new railroad policy of which it 
was to be at once the announcement and the commencement, (16) 
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The reduced rates on grain facilitated expansion of the agricultural 
economy of the Prairie region. The reduced rates on westbound 
shipments of commodities ensured the manufacturing industries 

of Eastern Canada of the dominant share in the growing markets of 
the expanding Western region. Construction of the line secured for 
the Canadian Pacific Railway first claim upon the traffic benefits to 
be derived from the economic development of the Kootenay region. 
The Crow's Nest Pass Agreement was an application regionally of 
national economic policy from which Western Canada, the Canadian 
Pacific Railway and in fact the country as a whole were to obtain 


substantial benefits, 


Railway Expansion In The 1900's And The Formation of the Canadian 


National Railways System, 


By the turn of the 20th century national economic policy was operating 
effectively. Settlement and wheat production in the West were expanding 
rapidly and large sums of foreign capital were available. The Dominion 
Government was eager to expand railway facilities throughout the country 
as rapidly as possible. During the railway debates of 1903, 

Sir Wilfred Laurier stated the Government's policy and stressed the 

need for immediate action on construction of the National baie Seen ental 


Railway: 

...'' we cannot wait, because at this moment there isa 
transformation going on in the conditions of our 
national life which it would be folly to ignore anda 
crime to overlook; we cannot wait, because the 
prairies of the North-west ... are now invaded 
from all sides by the white race, They came last 
year 100,000, and still they come in still greater 
numbers. Already they are at work opening the 
long dormant soil; already they are at work sowing, 
harvesting and reaping. .,We consider that it is the 
duty of all those who sit within these walls by the 
will of the people, to provide immediate means 
whereby the products of those new settlers may 
find an exit to the ocean at the least possible 
cost, and whereby, likewise, a market may be 
found in this new region for those who toil in the 
forests, in the fields, in the mines, and in the 
shops of the older provinces. Such is our duty; 
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it is immediate and imperative, (17) 


39, This expansion of the West which the Dominion Government was 


40, 


41, 


anxious to encourage would bring substantial economic benefits 
to the other provinces, In the words of the Prime Minister: 
' Our fertile prairies are becoming settled, and are 

going forward by leaps and bounds ... these new 

settlers will grow cereals, and probably nothing 

else. They will have need of everything that is 

required by civilized men, They will have need 

‘of clothing, furniture, and every other kind of 

manufacture, Then, Sir, what shall we do? 

Shall-we allow them to be supplied by our American 

neighbours, or shall we provide a railway which 

will enable our manufacturers in Ontario and 

Quebec to supply them with what they shall require ?''(18) 
In addition, it appeared to be in the interests of Ontario and Quebec 
for the Grand Trunk's projected rail line from Quebec City westward 
to the Pacific to be located to the north of the Canadian Pacific Railway 
so as to open up for settlement the ''Clay Belt'' between the Laurentians 
and Hudson Bay. To meet these regional demands ; the Government 
undertook to build the eastern section of the line from Winnipeg to the 
Maritimes, on condition that the Grand Trunk would build the western 
section from Winnipeg to the Pacific, The Government further 
guaranteed interest on the bonds issued for construction of the Western 
section for 7 years, This interest guarantee amounted to $13, 000 per 
mile on the Prairie section, and to three-quarters of the total cost 
on the Mountain section. The entire cost of the Western section owned 
by the Grand Trunk Pacific, a subsidiary of the Grand Trunk, was to be 
met by the issue of bonds, guaranteed either by the Government or the 
parent company. The Eastern section was to be leased to the Grand 
Trunk for 50 years, free of rental for the first 3 years, and thereafter 
at 3 percent of the cost of construction which was $ 160, 000, 000. 


The Government provided assistance to the Grand Trunk Pacific 


Railway Company in conformance with the national policy of encouraging 
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the development of Canadian trade and the transportation of goods 
via all-Canadian channels, These conditions were stipulated in 
the agreement between the parties dated July 29, 1903: 


" It is hereby declared and agreed between the parties 
to this agreement that the aid herein provided for is 
granted by the Government of Canada for the express 
purpose of encouraging the development of Canadian 
trade and the transportation of goods through Canadian 
channels. The Company accepts the aid on these 
conditions, and agrees that all freight originating on 
the line of the railway, or its branches, not specifically 
routed otherwise by the shipper, shall, when destined 
for points in Canada, be carried entirely on Canadian 
territory, or between Canadian inland ports, and that 
the through rate on export traffic from the points of 
origin to the point of destination shall at no time be 
greater via Canadian ports than via United States ports, 
and that all such traffic, not specifically routed other- 
wise by the shipper, shall be carried to Canadian 
ocean ports, ''(19) 


42, At the same time the Canadian Northern was endeavouring to expand 
its operations into a trans-continental system: 


..'' By 1905 the Canadian Northern owned almost 350 miles 
of track in eastern Canada, including the skeleton of an ~” 
Ottawa - Montreal - Quebec line and a line across 
Nova Scotia, while in the Prairies the track extended as 
far west as Edmonton. ..''(20) 


43. By 1915 the remaining sections between Ottawa and Port Arthur and 
Edmonton and Port Arthur were completed, Throughout its history the 
Canadian Northern system was dependent upon public aid, direct and 
indirect. To the end of 1916 the railway had received subsidies amount- 
ing to $ 31, 286, 720 from the Federal Government, $ 6, 821, 724 from the 
Provinces and $ 765, 704 from municipalities. 

' The financing of the Canadian Northern was remarkable for 
a number of reasons. While the Canadian Pacific Railway 
have avoided bonded debt as far as possible, relying on 
stock issues to raise capital, the Canadian Northern was 
financed mainly by bonds and subsidies, Until 1914, 
when the federal government became a stockholder, the 
shares of the Company were issued exclusively to the 
original promoters ( Mackenzie and Mann) ostensibly 


in return for their services of organization and 
management, ''(21) 


44, As early as 1914 the two new trans-continental lines were in serious 


financial difficulties. Substantial amounts of direct loans and guarantees 
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of securities had been obtained from the Federal Government. By 
1916 it was proposed that no further advances should be made, and it 
became apparent that it was necessary to re-appraise the policy of 
the Federal Government, In this regard, Sir Thomas White, the 
Minister of Finance, told the House of Commons: 


... | With improving financial conditions and with better earnings 
in prospect, it was hoped that no material assistance would 
be required in addition to the aid which was given in 1914; 
but it is now clear, from the statements presented by the 
railway companies in question... from the financial 
conditions which still prevail, and from the fact that the 
war is still raging, that relief is absolutely necessary if 
these two railway companies are to continue as solvent and 
going concerns, It has been the policy of the Government 
since the outbreak of the war to maintain stability and to 
promote confidence in the financial and economic condition 
of Canada. We have, therefore. ..looked with growing 
concern upon the financial position of these two great trans- 
continental enterprises whose affairs have become so 
intimately connected with the public credit both of the 
Dominion and of the provinces of Canada, Securities to the 
amount of several hundred millions of dollars have been 
issued by both these companies and have found their way 
into the hands of investors in Great Britain, the United 
States and Europe. Any financial crisis in their affairs 
could not but react seriously upon the general credit of 
the Dominion in the eyes of the outside world, '(22) 


45, A Royal Commission (Drayton-Acworth) was appointed in 1916 to 
inquire into the general problem of transportation in Canada, with 
particular reference to the status of the three transcontinental railways, 
the question of their re-organization and their possible acquisition by the 
State. The majority of the Commissioners recommended that control of 
the Grand Trunk, Grand Trunk Pacific and the Canadian Northern "be 
assumed by the people of Canada'', Their views on the exercise of control 
over the proposed enterprise were stated as follows: 
Reto, In our judgment it is not in the interests of Canada that 
the operation of its railways should be in the hands of 
the Government. We know no country in the world, 
where a democratic State owns and operates its railways, 
in which politics have not injuriously affected the manage- 
ment of the railways and the railways have not had an 
injurious influence on politics, We do not think Government 


ownership of the Canadian railways would tend to reduction 
of rates, but rather in the contrary direction, ''(23) 
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46, The Commission stressed that the Canadian Northern was competitively 


47. 


weak in the East and would require additional assistance in order to 
meet competition from the Canadian Pacific and the Grand Trunk, At 
the same time, the inadequate Prairie branches of the Grand Trunk 
Pacific would continue to be in an extremely poor competitive position 
vis-a-vis the Canadian Northern and the Canadian Pacific in the West. 
The Commission were of the opinion that railway facilities in Canada 
had been overexpanded and that it was beyond the country's capacity to 
support three transcontinental lines, 
From 1917 to 1923 the Dominion Government, through the process of 
receivership and ultimate financing, took over the operation of these 
hitherto privately-owned railways. In 1923, the publicly -owned 
railway properties, together with various subsidiary corporations, 
were formed into the Canadian National Railways system, under the 
control and direction of a President and Board of Directors appointed 
by the Governor -General-in-Council. Thus, the Federal Government, 
permanently committed to the provision of transportation facilities and 
bound financially in the construction of railways, had no alternative, in 
the face of the failure of private enterprise, but to take over the 
existing lines. 
'' The maintenance of public credit and of railway service 

to great areas of the country were the considerations 

which lead to this great, and to a degree, involuntary 

extension of national railway policy to include the public 

ownership and operation of a vast national system. Nothing 

on the other hand, could more forcibly illustrate the 

integration of national and railway policy in Canada, Since 

1923 it has been government policy to maintain the publicly 

operated system in commercial competition with the 

privately operated Canadian Pacific, subject to the special 


demands for local services it is particularly difficult for 
a publicly owned railway to resist, ''(24) 


Railway Expansion During the Period 1920 - 1929 


48, After the formation of the Canadian National Railways System, there 


followed a period of intense competition between this railway and the 


Canadian Pacific Railway, There was some justification for expanding 
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facilities, especially for the construction of branch lines, The period 
of the 1920's was one of continued economic expansion, based as it 
had been at the turn of the century, on further Western settlement and 
development, Private investors and all levels of government were 
optimistic about the future of the nation and they were prepared to 
invest large sums of money in providing the necessary facilities and 
services. Among these facilities, transportation was foremost, 
During the period 1920 - 1929, railways invested approximately 
$ 700, 000,000 in road and equipment, while the Dominion spent 
$ 236, 000, 000 on waterways and harbours. 
. There was intensive competition between the two railway systems in 
opening up new territory. The Canadian Pacific Railway stated before 
the Royal Commission of 1931 - 1932 that it was forced to construct 
branch lines which might have been deferred without injury to the 
public, simply as protection against the threat of invasion by the 
Canadian National Railways. The Canadian National defended its 
policy of expansion on the grounds that it was necessary in order to 
maintain the company's relative position with regard to its rival, the 
Canadian Pacific. The Commission's view was that the construction 
program of one company, especially in Saskatchewan and Alberta .... 
was responded to by an equal or greater program of 

construction of the other. The development of this 

territory did not meet expectations and the railways 

now find themselves with additional traffic mileage 

and an increased burden of capital charge. ''(25) 
Once more, as in the case of the Grand Trunk and the Canadian Northern, 
railway facilities in the Dominion were expanded beyond the needs of the 
country. 
Freight Rate Regulation and National Policy 


_ As previously set out, the Crow's Nest Pass Act of 1897 referred to the 


setting up of a railway commission to regulate rates generally. In 1903, 
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as a result of studies by Professor S.J. McLean, the Railway Act 
was passed establishing the commission, Its work for the first 
years was light as the public demand was for railway construction 
rather than rate regulation, and it consisted mainly of considering 
discriminations in the freight rate structure among localities and 
classes of shippers. However, the Commission did not seriously 
modify the structure in Western Canada as it had been established 
by the Crow's Nest Pass Agreement, The chief modification in the 
rate structure had been forced by the Government of Manitoba whose 
grain producers were not satisfied with the reductions under the 
Crow's Nest Pass rates. The result of the Manitoba Agreement with 
the Canadian Northern Railway in 1901 was that from 1903 to 1918 
rates lower than the Crow's Nest Pass rates were in effect in Western 
Canada. 
' In the Western rates case of 1914, the Railway Commission 
established maximum general rates for the Prairie Section, 
These took account of the need of the two new railways, 
the Canadian Northern and the Grand Trunk Pacific, for 
high returns in the non-competitive areas of the West to 
meet their mounting costs of construction and operation... 
The case is perhaps the outstanding example of how the 
national policy of seeking to minimize differentials in 
transport costs among the regions of Canada has had to 
struggle with the real considerations of physical obstacles, 
the need of private companies for profit, and the difficulties 
of estimating a fair return on railway investment, ''(26) 

The Eastern Freight Rates Case in 1916 resulted in permission to the 
railways to raise their rates east of Fort William. While the effect, 
in principle, was designed to achieve a greater degree of equality 
between the West and Central Canada, water competition in Central 
Canada meant that little use could be made of this permission. 

' Thus the basic disparity of the general freight rate 
structure of Canada remained, as the premises from 
which the Commission worked did not permit them to 
equalize wholly the rates of western Canada with 
those of central Canada, and the national policy of 
regulation extended only to modifications of the 
differential and not to the use of positive means, by 


subsidy or statutory limitation, to remove the 
differential. 
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National policy, that is, pointed to the ideal of 
parity of rates among the sections, but the 
competitive rates of central Canada, together 
with its political preponderance in Parliament, 
stopped the realization of the ideal at the 

level of general rates reached in the Western 
and Eastern Rates cases, ''(27) 

52, In conformance with this national policy, the Federal Government, fr« 
time to time, has introduced measures designed to ease the high cost 
transportation that has fallen oncertain regions due to geographic loca 
or to the absence of competition, By legislation in 1925, Parliament 
passed an act (28) which varied the terms of the Crow's Nest Pass 


Agreement. In introducing the Act, the Honourable G.P, Graham, 


Minister of Railways, stated that it was the Government's intention 


" to give the Board of Railway Commissioners a free hand in the 
equalizing of rates throughout Canada in order that all parts of the 
country may be equally situated with others," (29) 


53, This continued desire of the federal authorities for parity of rates 
between various sections of Canada can be illustrated by reference 
to Order-In-Council PC 886 issued by the Governor ~-In-Council in 
1925, It was a direction to the Board of Railway Commissioners of 
Canada and read in part as follows: 

...'' The Committee are of the opinion that the policy of 
equalization of freight rates should be recognized to 
the fullest possible extent as being the only means of 
dealing equitably with all parts of Canada, and as 
being the method best calculated to facilitate the 
inter -change of commodities between the various 
portions of the Dominion, as well as the encourage~ 
ment of industry and agriculture and the development 
of export trade," 

54, Once again while the approach to the ideal of sectional parity in rates 
was piecemeal and halting, at least these years had witnessed the 
acceptance by the Board of Railway Commissioners, encouraged by 
the Federal Government, of the policy of equalization of rates, 


55. In 1927 an addition to statutory limitations was made as a result of 


the report of the Duncan Royal Commission on the condition of the 
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Maritime Provinces in Confederation, Under the Maritime Freight 
Rates Act, (30) rates in the Maritime section, extending westward 
to Quebec, were reduced by 20 percent in order to assist the 
movement of commodities from the Maritime region to Central Canada 
and in the movement of commodities within the Maritime region, The 
Act, originally adopted in 1927 and subsequently amended, provided 
initially for a reduction of 20 percent ( in 1957, 30 percent) in the 
Maritime and Quebec portion of westbound rates and of 20 percent in 
rates on traffic moving within the designated ''select area" of the 
Maritime Provinces and Quebec, 
During the intervening years, highway construction and the development 
of haulage by motor truck, coupled with the deepening of the Welland 
Canal and the rebuilding of the locks, prenented the railways with new 
competition, not only in the low rated bulk freight of the water carriers, 
but more severely in the high rated light freight easily captured by the 
trucks, Central Canada and British Columbia have had the benefit of 
low freight rates by reason of their location or by reason of the 
development, at Government expense, of alternative forms of competitive 
transportation. Toll free canals and American railway competition have ' 


tended to reduce freight rates in Central Canada while the opening of the 


Panama Canal and the competition of United States rail carriers have 


served to reduce transcontinental railway rates to the Pacific Coast. 
The desire to equalize or to create parity between the various regions 
of Canada was again dealt with by the Royal Commission on Transportation 
of 1949 which recommended that class and commodity rates in Canada 
be equalized between the va"i0uSregions. In addition, tnis Commission 
introduced a new element in the freight rate structure, that of the 
payment by the Federal Government of a subsidy of approximately 

$ 7,000, 000 a year to the two railway systems as compensation for the 


cost of maintenance of their lines across the so-called "traffic desert'! 
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north of Lake Superior. The Commission recommended: 

" That the cost of maintaining that portion of our transcontinental 
railway system which serves as a link or bridge between East 
and West be charged upon the general revenues of the country. 
This arrangement would reduce the ~xpense of the railways by 
relieving them of a liability for which at present they have 
to recoup themselves by means of relatively high freight 
charges on the through traffic passing over this bridge 
between the two areas, ''(31) 

Dr, Morton commented on the East-West Bridge subsidy as follows: 

" Here is to be found another element of a national policy 
pointing to the ideal of sectional parity, as compensation 
to the railways for the lack of revenue north of Superior 
was in fact compensation also for any lowering of rates 
in the relatively non-competitive Prairie section, ''(32) 

Since the end of the Second World War, there has been a vast 

expansion in highways and an extremely rapid growth of motor transport 
as a competitive factor, particularly in Central Canada, The increasing 
competition of motor carries has’ made it more and more difficult for 
the railways to serve the national policies for which they were designed 
and at the same time operate ata profit. This development has tended 
to put ever increasing pressure on the national policy of inter-regional 
equalization of costs and benefits, 

Since 1951, the conditions and regulations under which Canada's railways 
have operated have been governed by the two factors of ever increasing 
competition from water and truck carriers and by price and wage 
inflation. The increase in railway operating costs has been met by the 
Board of Transport Commissioners by grants of horizontal percentage 
increases in freight rates . These horizontal increases have operated 
to increase the sectional disparity in rates which national policy since 
1897 has sought to diminish. Thus the definite, if imperfectly realized 
national policy, of reducing sectional disparity has been abandoned, in 
effect, for the practice of granting increases which augment this 
disparity to the jeopardy of the national economy. 


Federal Assistance For Highway Construction 


The Dominion Government has shown a continuous interest in highway 
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construction since Confederation, The two most recent and 
outstanding instances of federal participation in this field are 
assistance granted to the provinces under the Trans-Canada 
Highway Act of 1949, and, as noted below, under the ''Roads 
to Resources" programme, Under the Trans-Canada Highway 
Act, the Federal Government, in the ordinary course, contributes 
50% of the cost of construction of approved mileage of the east-west 
trans-continental Trans-Canada Highway, and contributes up to 
90% where construction is particularly costly. The magnitude of 
these two programmes of assistance to the provinces is indicated by 
the fact that federal expenditure on roads rose from $10 million in 
1949 ( 3% of total expenditure on roads and streets by federal, 
provincial and municipal governments ) to $ 136 million in 1960 
( 12% of total expenditure ), 
Federal Assistance For Pipeline Construction 
Assistance by the. Federal Government to private enterprise in the 
provision of transportation facilities in the furtherance of national 
policy can be further illustrated by reference to the construction 
of the section of the Trans-Canada pipeline across northern Ontario 
in 1958, The capital required was provided jointly by the Government 
of Ontario and by the Dominion Government, The line was constructed 
by Northern Ontario Pipeline Corporation, a federal crown corporation, 
and on completion was leased to Trans-Canada Pipelines Limited on 
terms which were to make early purchase by the Company fairly certain. 
In the words of the Minister of Trade and Commerce at the time: 
'" The requirement that Canadian markets so far as 

possible be first provided for is a requirement of 

national policy. If any disability were placed 

upon the development of the gas industry by this 

national policy, it would be proper that this 

disability be if possible, counterbalanced... 

Private enterprise alone faced serious difficulties 


in financing a pipe line stretching across the 
sparsely-populated areas 
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of northern Ontario, a line from which relatively 

low return on investment must be expected during 

the period of building up the central Canadian 

market. Some kind and degree of public inter- 

vention appeared necessary and proper." (33) 
Transportation Policy and Northern Development 
The most recent instance of national policy for the economic develope 
ment of the various regions of Canada is the policy of the present 
Federal Government for development of the natural and human 
resources of Northern Canada. It is the policy of the administration 
to foster and facilitate the development and growth of our northern 
regions, a vast physical and economic frontier whose development is 
of importance to the nation. The North is expected to provide the same 
impetus to national economic growth and expansion as did Western 
Canada in the country's earlier history. 

'' What was true of the opening of the West is even more 

true of the opening of the North today. National policy 

and government action were essential to develop the 

West. Today, the character of the North and the 


changing attitudes of people make the role of 
government still more important, '(34) 


National policy for development of the North is therefore a re-affirmation 


of national policy as it has been applied since Confederation to the 
provision of transportation facilities - largely through government 
assistance and initiative. 

The Federal Government's program for the accelerated development 
of the northern Territories under its jurisdiction is an integral part of 
its overall policies for national development which are designed to 
facilitate and encourage the efficient use ep Gkakaule resources, In 
co-operation with the Federal Government, a number of the provinces, 
including Manitoba, have instituted similar programs for the 
development of the no- thern regions of the provinces. The outstanding 
example of federal-provincial co-operation in northern development is 
the joint federal-provincial ''Roads to sine Guseieia cma for the 


provision of highway transportation facilities. Under this program, 


the Federal Governmeni, by agreement with all the Provinces, 
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shares the cost of construction of roads to develop new areas with 
high resource potential. 

65. Under this policy $75,000,000 is being expended to assist the 
provinces in building 4, 210 miles of development roads to link the 
settled parts of Canada with the North and to provide access routes 
to rich resource areas. In the Northwest Territories and Yukon 
Territory, the Federal Government is building approximately 2, 000 
miles of similar development roads at a cost of $ 71, 000, 000. 

66, Pursuant to national poh: federal assistance is provided to the 
other agencies of transportation - rail, water and air - in Northern 
Canada. In rail trehepentelion in the northern regions of the provinces, | 
the Government in recent years has provided a subsidy of $25, 000 
per mile for construction of a 50 mile section of the provincially- 
owned Pacific Great Eastern Railway northward to Prince George in 
British Columbia, and a similar subsidy to the Canadian National 
Railways for construction of a portion of the branch line from 
Beattyville to Chibougamau and from St, Felicien to Chibougamau in 
Northern Quebec, In the Speech from the Throne which opened the 
current session of Parliament on November 17, 1960, the Government 
announced plane for two new "projects of railway development in 
opening up Canada's frontier". Parliament will ie asked to authorize 
work on a new. wntitiiia National Railways line to the new Mattagami 
Lake base metal mining area in Northwestern Quebec, Parliament will 
be asked also to approve a detailed survey of the proposed western 
route for a 400 mile railway from Grimshaw, on the Northern Alberta 
Railways to the rich zinc-lead deposits at Pine Point on the south 
shore of the Great Slave Lake in the Northwest Territories, 

67, The Federal Government, through Northern Transportation Company 
Limited, a ene Corporation, provides a common carrier water 


transportation service in the Mackenzie River watershed for the movement 
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«30 = 30 
of commodities in Northern Alberta and in the Mackenzie District 
of the Northwest Territories, The Department of Transport 
provides an annual ''sea lift'' in the Arctic Ocean for the supply 
of northern communities and defence bases. In addition, the 
Department of Transport services shipping through Hudson Straits 
and Hudson Bay to the Port of Churchill by provision of lights, 
beacons, radio and direction finding stations, modern charts, 
icebreaker patrol ships and aerial ice reconnaissance, 

Under its policy of assisting in the provision of airports and landing 
facilities, the Federal Government has been meeting the cost or 
part of the cost of providing such facilities in order to further 
northern development. The two main types of airports which qualify 
for such assistance are: 
(a) Development airports, the establishment of 
which are of major importance in the 
exploitation of natural resources, or which 
are of limited or local benefit, In the first 
instance, the Federal Government meets the 
entire cost with local interests providing the 
site, and in the second it assists ona 
50-50 basis, to a maximum of $ 100, 000. 
(b) . Remote airports, essential to the maintenance 
of administrative or health services in isolated 
communities. In such instances local interests 
must provide the land and undertake the 


maintenance, and the Federal Government meets 
construction costs up to a maximum of $ 50, 000, 


69, The role assumed by the Federal Government in the provision of 


transportation facilities and services in the North has been 
summarized as follows by the Hon, Alvin Hamilton, Minister of 
Northern Affairs and National Resources: 


' Of the basic services, transportation is by far the 
most important, With distances as vast as in Canada, 
if the means of transportation were to be provided by 
private enterprise, only when and where they would be 
a paying proposition, we would have precious little 
development, We have accepted the view that the 
government must participate, totally in the case of 
public roads and airfields, and partially in the case 
of railways... The present government takes the 
view that they ( transportation facilities) should precede - 


that they should be put into new and promising regions 
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to open them up for the development we expect to 
follow ... Today there is a new appreciation that 
government must lead with the provision of | 
transportation services if development is to occur 
in the vast new areas of the North, ''(35) 


Conclusion 

70, The evolution of national économic policy since Confederation, 
particularly in relation to the provision of transportation facilities, 
can be said to lay emphasis on two objectives. Firstly, the achieve- 


ment of rapid economic expansion, Secondly, the equalization of the 


benefits of such expansion in all regions of Canada, 


' To depart further from, indeed, not to return to the 
ideal of a national railway policy of furnishing rail 
transport at minimum differential rates throughout 
the various regions of Canada would, in the light 
of history, be to undo the work of a century of 
nation building and make the position of Manitoba 
and the West in Confederation one of hardship and 
discrimination, ''(36) | 
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73. 


PART TWO 
INEQUITIES IN THE FREIGHT RATE STRUCTURE 


"There is no better evidence of the disturbed feeling 
in the country caused by the nature of the present 
freight rate structure than the fact that the seven 
provincial governments have united to complain of 
it; while on the other hand the two central provinces 
raised no protest whatever. .There is no such thing 
as.a freight rate grievance in Central Canada to 
arouse the people of that area as the people of the 
West and the Maritimes have been aroused, '"'(37) 
Term (a) of the Commission's specific terms of reference states 
that the Commission shall consider and report upon: 
(a) Inequities in the freight rate structure, their 
incidence upon the various regions of Canada and 
the legislative and other changes that can and should 
be made, in furtherance of national economic policy, 
to remove or alleviate such inequities". 
The Province of Manitoba has dealt in our submissions both in Winnipeg 
and in Ottawa with certain specific inequities; namely, horizontal per- 


centage rate increases, lake and rail rates, inequities under the long 


and short haul clause, inter-line rates. 
CHAPTER II 
HORIZONTAL PERCENTAGE RATE INCREASES 


Problem Defined 

There is no single subject presently before this Commission that has 
caused greater anxiety and aggravation of shippers in particular regions 
than the present practice of the Board of Transport Commissioners in 
awarding freight rate increases by means of the horizontal percentage 
method. 

The problem is not anew one, This practice has received comment from 
Royal Commissions on Transportation since 1926, In that year, the 


report of the Duncan Commission was received and under the heading 
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of "' Incidence of 'Horizontal' War Increases" the following appears: 


" There is one further very important feature of the 
railway situation, as it effects the Maritimes, which 
calls for special mention. In one sense it is 
connected with the problems that we have been dis- 
cussing, but its immediate incidence is not so inter- 
connected with the general problem as to make it 
impossible to deal with it separately, Indeed the 
reaction of the burden which it imposes is so great 
that, it our view, it should be dealt with as a special 
problem, We refer to the system under which, during 
the late war flat percentage increases (known as 
"horizontal increases") were added to railway rates." 


The railway administration, in giving evidence before 
us, agreed that long-distance traffic, particularly 
heavy traffic, had been seriously prejudiced by the 
operation of the horizontal increases ... The 
Railway Board, we were informed by the railway 
administration, felt themselves prevented from 
working out the proposition in that way, since when 
the advances were made they were made horizontally, 
and some declaration had been made at the time that 
when reductions came they also would be made 
horizontally. 


In view of the importance of railway rates to long- 
distance and heavy traffic, we have no hesitation in 
recommending that the matter should be taken into 
fresh consideration by the Railway Commission, that 
they should be relieved from the necessity of regarding 
themselves as bound by any such declaration as is 
referred to, but should be free to consider the whole 
question on its merits. ''(38) 


74, In the report of the Turgeon Royal Commission in 1951, the matter of 
horizontal increases was dealt with at length. The findings of that 
Commission appear on pages 45 - 47 and at pages 51 - 62 of the 
report, At page 51 the complaints of the eight provinces were summarized 
as follows: 


" That the application of rate increases by the horizontal 
increase method: 


1. Disturbs existing "relationships"; 

2. Accentuates existing disparities; 

3. Aggravates the disadvantage already suffered by 
long haul shippers; 

4, Destroys existing "differentials"; 

5. Assumes that all traffic can bear the same percentage 
increase when this is not the case; and 

6. Worsens the competitive position of manufacturers 
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subject to long haul, especially when they have to 
bring materials in for fabrication, "' 


75. The Turgeon Commission's principal conclusions and recommendations 
on the problems are found at pages 61 - 62 of the report where they 
state: 

" Conclusions 


1. Applications for uniform horizontal increases to 
all freight tolls assume that all freight can, under 
all conditions, bear an equal burden of increase. 
This is an incorrect assumption, 


2. Horizontal increases, although preserving rate 
relationships percentagewise, disturb them in 
cents per 100 pounds ( or other unit ) in so far 
as shippers and consignees are concerned, and 
this is of much importance to them, 


3. Horizontal increases aggravate the disadvantage 
already suffered by long haul shippers and 
consignees,"' 


The recommendations of that Commission were as follows: 


" No legislative amendment dealing with horizontal increases 
is recommended, The Railway Act in its present form gives 
to the Board ample power to deal with matters of this kind, 


In all future increase cases it is to be hoped that the Board 
and the Railways will pay due regard to the considerations 
referred to in this section," 


76The general approach and desire of the Turgeon Commission is best 
illustrated by reference to the report of that Commission where in 
dealing with this problem ( at page 47), the Commission states: 


" It appears therefore that the answer to the question 
raised lies mainly with the railways themselves, since 
the means of removing the cause of dissatisfaction is 
within their own initiative. It has been pointed out to 
the Commission that in this regard railway management 
in the past has often proceeded, in fixing freight rates, 
without sufficiently considering the interest of the 
community to be served, and without even showing a 
proper conception of the long-run interest of the 
railway." 


These were the conditions and the situation at the time of the report of the 


Turgeon Royal Commission in 1951. 
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Developments Since Turgean Gommission 


77. What has transpired since that date was indicated in the evidence of the 
Honourable Duff Roblin, Premier of Manitoba at the Commission's 
regional hearings in Winnipeg. 


"Q. Mx, Premier, from your knowledge, were the 
recommendations the Turgeon Commission 
re horizontal increases implemented ? 


A. Iam afraid not, In the light of such unambiguous 
recommendations by the Turgeon Commission the 
Provinces might properly have expected some 
relies from this serious burden, but in the rate 
cases tmmediately following publication of the 
report, the Board of Transpa't Commissioners 
continued to follow their past policies in this 
regard, The continued concern of the provinces 
was voiced in their appeal to the Governor in 
Council in 1953 : 


On July 4, 1951, in its first judgment following the 
publication of the Royal Commission Report, the 
Board postponed implementation of the recommend- 
ations of the Royal Commission in this regard. In 
its next Judgment, dated January 25, 1952, the 
Board disposed of the matters by suggesting that 
shippers should place their grievances first 
before the railways concerned and later if they 
think fit, make an application to the Board. The 
Board, while adopting the views of the Royal 
Commission at page 62 of its Report with regard 
to the sudden shock to the economy caused by 
large horizontal increases, contented itself with 
saying that the increases imposed by the judgment 
were small... (Submissions to His Excellency the 
Governor General in Council in re Freight Rates - 
7% Case by the Petitioner, Ottawa, May 1, 1953, 
p. 28 


Since 1950 there have been 7 applications for 
general rate increases - all but one by way of 
horizontal percentage increases - resulting in 
a total increase of 77%. ''(39) 

78. That the inequity created by horizontal increases continued to exist is clear 
from the statement of the Acting Prime Minister made on November 26, 
1958 prior to the establishment of this Commission. It is further 
corroborated by the statement of the Minister of Transport at the time 


that Bill C-38, which was legislation intended to roll back the most 


recent horizontal freight rate increase of 17%, was presented to 


7 ts - 
tio sanohins att al pas 


ba 


z\nolaeiarinoD orit ts acotinaht Yo — 
; ; we 


« 
Be 
- « 


e 
® 


phe — 
nolgeinumoD noagiiT sii enon Meenas oF 
¢ eben 5 asaagront stnos rsiti0d BS 


a ant stow Bieta oa ~HOV. pipet | ‘atehia 


a, esioupidrtane tious Xo igi eee tee bintie: mst 
ort noizzintmoD nose) ant ya anotjabavrimon 19 oa io a: 
gmide poh avai virsqorng atgiog aeonivet _ ve 
: aiss git.iai yd obiud ayers “aby ‘oat desler ry Mi 
j Sit to nol tsarlauq gitiwolot lvishs mace 5 #9889: _ 
i arenotagimmoD }:mdeasrt to brsod of, droge Ai Aa ‘ 
, 2intt ot gstollog. jes thonts wollor ot baste. a de, + 
; paorl wha ait to wreonos bernittos siT- bisyet a ve 
. ni Tontevap ot a} Leeqqs “whet rt basiov asw re { 
; y eee at lions >) 


Mi oe TY 144) 

7 ; aft r } L24, Sa 

‘ oft yoiwollod Janggbyy sect eth Leet .£ vet 20 

: - oft ,Pyogess moi BaifagiG LRVOR ods to soktwatlelssey , us 
r -braramoss* oft to noitbinerralem! bance bused | re 


nt .fteyet abit ni nolaaiaigioD [syorh sat ie: anoite , vee 
v ont “SGI JAS yisunel bSieb Jnana xen eh ne 


’ tait yatiseggue vd o LOIS SS ons to boeaqerb: b1aoél | ay p 
7 . fatil asonavelty tions fee's nLuvoste eteqqisa , | it 
+ ; yadt ti 193s) bons benxesn0s ayawieey, set #toted ar i 
eat  irod sii} of no: ilqgs o& edmmt E aeteit | ; 
[svoR ont to wean: add and igobs alist boaeod 


, 3! 
bisgol diiw droge allio sé saeqiis aoieainareD 
vd beauso ymtonoos eH} oF 200HnE nabbve. agit of 


Ta ntiw iieeii bstnaaines 208 peso Toit Lsinositon opasl 
inocrnbu( sdi yd bseoqaif esenetont sai todd gniyee ; 

Prey , 1 @d yousliieoxG@ ath ot anotadica hv) +e 9 libra: atow 

nt - ote iitetey dt sx tic tho Ha vi LatenoD tomtavon’ : 


7 £60f < yvsaM ,swsanO: .tenoltits ems bl sa ve ta 
8S + re 


27 ; 
iy sot enotisoulgaa Vneed eved srdat Oder aQnie oar 


ee A | 7 n ee > a f e * j 
hat : to yew yd sno jud dis - asaaetont stat Istensy 
- fli guest = esa sstom ag Sinsomeq isinostzod 


ig (OG" ov \ £0 aa bh Istod 5. * 7 ie ; 
Tae . me an . 


_. ttasfo ef teixs of haunttnoo paeseton? lelnosiond yd Sisal ie 


a8 sediievolV! ao sbasr isiainiM sori: 5 gatiok oil 10. tts tt 


‘sont asi Bi 41.0 isaionaoD Daud to ~iulint 


ts 


ert? oly $e Jroqeca TT to 19teiniM, ont do edi 


i thy. 


tear sclt dosd Lor of bebrstnt en 


—* 


Parliament. 


eu) 
oP) 


79. The Acting Prime Minister stated: 


"It is, however, recognized by the government that there 


are serious inequities in the present freight rate structure 
which have both contributed to, and been aggravated by, 
the system of horizontal rate inereases."' 


80. The Honourable George Hees on March 24, 1959 stated: 


81. 


" The government has decided that the most effective 


relief is to be afforded by confining the subsidy to 

a reduction in the non-competitive class and commodity 
rat ... These rates... are the ones which have taken 
ore shciciaiare increases authorized by the Board 


over many years. 


This manner of alleviation concentrates the benefits on 
the long haul traffic where rates have not been kept 
down by competition ... : 


As honourable members know, the government has 
indicated its intention of proceeding with a compre- 
hensive enquiry into these matters affecting the 
railways." 0) 


Railway Position 

In disregard of the statements of the railways themselves before the 
Duncan Commission and the clear directive of that Commission; 

in disregard of the findings of the Turgeon Commission in 1951 and 
its directive to the railways to correct this very serious abuse; in 
disregard of the clear and unambiguous statements of the Acting 
Prime Minister and the Minister of Transport, we find the Canadian 


Pacific Railway on September 17 and 18, 1959 stating as follows: 


82. At page 100 of the transcript: 


' Commissioner MacPherson; And we have many other 


inequities, or alleged 

inequities, such as the 
horizontal increase, that we have heard of? That has 
been discussed? 


Mr. Sinclair: That is an alleged inequity. 
Commissioner MacPherson: Yes, but it is one that is of 


importance to some parts of 
the country? 


Mr. Sinclair: They have said it was, 


Commissioner MacPherson: And oye you would not think it 
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thing that I want to refer to is 
the fact that you emphasized only the statutory rates yesterday, 
and again this morning. 

Mr. Sinclair: Yes, sir, 

Commissioner MacPherson: But this Commission must deal 
with all inequities, and possibly 
the greatest inequity of all is 

that freight carries the load for the whole rail enterprise? 

Mr. Sinclair: Well, with respect, sir, I can 
answer Yes to the questions in 
which you have outlined the 

history of them, but I would not agree that horizontal increases 

result in inequities," ; 

83, It is this spirit that has governed the attitude and the participation of the 
Canadian Pacific Railway throughout the conduct of these very lengthy 
hearings dealing with this matter of inequities in the Canadian freight 
rate structure. 

Parties Supporting Manitoba's Position 

84, While the Canadian Pacific Railway '"' would not agree that horizontal increases 
result in inequities", we submit that this Commission has heard an abundance 
of evidence from one end of the country to the other as to the very real 
grievances of the citizens of Canada regarding this method of permitting 
freight rate increases. We wish to refer to some of the evidence presented 
to the Commission on this matter. 

85, At page 205, Volume 2 of the Daily Transcript, Mr. Awada, appearing on 


behalf of the Canadian Granite Industries stated: 


"Q. It is quite clear that you object to increased freight 
rates by horizontal percentages. 


A. Yes, especially where we are dealing with products 
which are comparatively low in value. 


Q. Have you any alternative to suggest to the Board? 

A. I would suggest that the Board of Transport Commissioners, 
perhaps, impose a maximum in cents per 100 lbs, for products 
which are extremely heavy and comparatively low in value, 
that may be one solution to this perplexing problem," 


86, At page 216, Volume 3 of the Daily Transcript in the presentation of the 


Honourable Hugh John Flemming, Premier of New Brunswick, the following 
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appears: 


" In addition the competitive position of secondary 
manufacturing in the Atlantic Provinces as contrasted 
with that of the Central Provinces has deteriorated. 
This has been due primarily to two factors: (1) 
the frequency and total amount of horizontal percentage 
increases in railway freight rates which have been a 
feature of the whole post war ‘period." 


87. Again at page 225: 


"The second factor which has tended to destroy this 
transportation assistance to the Maritime provinces 
has been the series of post war freight rate percentage 
increases authorized by the Board of Transport 
Commissioners for Canada. These permitted an up- 
ward revision in rates of 141.9% of the 1948 levels. 


The method by which the railways were permitted to 
increase their rates and the manner in which the 
increases were applied is a matter of grave concern 
to the economy of the Atlantic Region. The so-called 
horizontal increases affect the long distance shipper to 
a greater degree in dollars than the one who has only 
a short haulto his market. The difference in dollars 
may be sufficient either to eliminate or aggravate 
detrimentally the competitive position established 

by New Brunswick manufacturers in the Central 
Canadian markets."' 


88, At page 239 the Premier continues: 


" Horizontal freight rate increases accentuate the 
difficulty of Maritime industries to have access 
to the Central Canadian market and transportation 
costs approximating those of competing industries 
in that market. They also make it impossible to 
hold transportation costs on goods inbound to the 
Maritimes at a level proportionate to that in 
Central Canada."' 


89, At page 240: 


" It is obvious that any horizontal freight rate increase, 
an overall rise of a certain percentage, will affect the 
long distance shipper to a greater degree than the one 
who has only a short haul to his market. This process 
has, in fact, been in operation and has seriously affected 
the ability of the New Brunswick shipper to compete in 
the large consuming areas of Central Canada. It has 
been an important factor in destroying the intent of the 
Maritime Freight Rates Act. It has also been a factor 
helping to quctadl the economic development of the whole 
Atlantic Region." Mie ad 
90. At page 290 of volume 3, Mr. Fisiier, representing Enterprise 


Foundry Limited, is quoted as follows: 
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" It seems, that due to the way in which freight rates 
have been increased since 1948, that is ona 
horizontal percentage basis, that the effect has been 
the reverse of the original ‘dea of unity, namely, it 
seems to have resulted in a tearing apart of Canada 
and a great centralization of industry in Ontario and 
Quebec to the detriment of other provinces. We believe, 
that this condition ce1 only be overcome by removing 
the uneconomic and ‘hat appears unjust situation which 
now exists and which throughout the last many years 
has steadily worsened the situation of the producers 
in the Atlantic provinces, '! 


91. At page 522, Volume 5, The E »nourable Mr. Shaw, Premier of 
Prince Edward Island stated: 


" Now, since that time, we have been contending with these 
problems of transportation and express rates, and we have 
endeavoured, ona number of occasions, to secure better 
terms on freight rates and to offset, if possible, the 
tendency to apply horizontal increases that seriously affect 
the economy of the province,"! 


92. At page 524: 


" One of our difficulties, of course, is that our markets 
are far distant - Toronto and Montreal and the southern 
United States for seed potatoes, and so on - and so any 
increase in freight rates - horizontal increases particularly - 
have a devastating effect upon the receipts and revenue that 
come into the pockets of our farmers and our fishermen," 


93. At page 532, Mr. Campbell, Counselfor the Province of Prince 
Edward Island is quoted as follows: 


" Now, Mr. Chairman, I don't propose to weary the Board 
at this moment with the whole text - the whole text if we 
could call it text - the whole submission of this province 
may be summed up in these words which were expressed 
by my friend the Premier a few moments ago, that some 
alternative must be found to horizontal rate increases," 


94. At page 575, Mr. Dewar on behalf of the Prince Edward Island Federation 


of Agriculture: 


' Now, so far as horizontal freight rate increases in their 
application is concerned, I would submit, gentlemen, that 
these bear with particular effect, and with particular hard- 
ship, on the agriculture industry. To begin with, most of 
our agriculture products are heavy and bulky in relation- 
ship to their value. Then, in addition to that, the average 
haul of agricultural products and supplies used in agriculture 
is very, very much longer than the average haul for most 
other commodities." 


95. The submission of the Province of Nova Scotia made reference to the 
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findings of the Turgeon Commission and Counsel for the Province of 
Nova Scotia at page 657, Volume 6, states: 


' Although representations on behalf of the province 
have been made to t e Board in this regard on 
subsequent general freight rate increases applica- 
tions made by the railway companies, no effective 
measures have been adopted to alleviate the 
detrimental effects of the horizontal percentage 
increases which have been successively authorized 
by the Board," 


96. The submissior of the Province of Newfoundland appears at page 941, 
Volume 8: 


" However, subsequent to 1951, and the implementation 
of the ruling of the Board of Transport Commissioners, 
successive increases in freight rates generally have 
been authorized by the Board of Transport Commissioners 
on a horizontal basis. These increases have, of course, 
been made effective in Newfoundland and they have produced 
as a result an up-surge in landed ei. of goods into this 
Province. 


Because of Newfoundland's geographical insularity, and the 
long-haul mileage involved in the movement of traffic from 
the Lake area and Montreal to Newfoundland points, the 
horizontal increases in freight rates have borne most 
heavily upon the Province, The increases in freight 

rate charges have reflected themselves in the cost of living 
as is shown by the survey to which references have already 
been made. 


Since horizontal increases in freight cost bear so heavily 
upon the people of Newfoundland, it is suggested that other 
methods of meeting the repeated demands of the railways 
for increased freight rates be evolved --- unless some 
alternative method is used for increasing revenue to the 
railways, the consequences to the people of this Province 
of continued railway freight rate increases will be serious 
and almost catastrophic." 


97. In the submission of the Province of Ontario appearing at page 7091, 


Volume 42: 


" For instance, in Northwestern Ontario, the railway rates, 
aggravated by horizontal increases, can be a serious 
impediment to the development of its resources, the 
export of mineral products and also to establish trade 
channels and markets in that part of the province, --- 

In southwestern Ontario there is also a feeling of 
discrimination, "' 


98. The submission of the Southwestern Ontario Associated Chambers of 


Commerce at page 7279 Volume 43: 
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" The freight rate picture involving South-western 
Ontario has been steadily working more of a 
hardship with each horizontal percentage railway 
freight rate increase approved by the Board of 
Transport Commissioners, 


Horizontal percentage increases change rate 
relations in cents per 100 lbs. and this 

generally disturbs business. There isa 
shrinkage of markets to industry, for long hauls 
are subjected to the largest increase, while short 
hauls gain by the advantage of a lower increase,"' 


99, Premier Manning speaking on behalf of the Province of Alberta stated 


at page 5667 of: Volume. 36: 


' After nine years the Transport Board is still granting 
permissive authorizations for rate increases upon the 
horizontal percentage basis so severely condemned in 
the Royal Commission's Report (Turgeon) I have just 
quoted," 


100, At page 5668: 


" Until the several distortions and discriminations are 
removed from the rate structure can be evolved, all 
parts of which will bear equally the burdens of operating 
our railways, then the announced policy of the Federal 
Government that there are to be no increases should be 
continued," } 


101. The position of the Province of British Columbia appears at page 
6922 of Volume 41: 


' So much has already been said about horizontal percentage 
increases in every rate case and before Royal Commissions, 
yet nothing has been done about them either by the railways 
or the Board of Transport Commissioners in spite of the 
conclusion and recommendations of the Turgeon Commission, "' 


102. Reference is made to these recommendations and the submission continues 


at page 6923: 


'" As a method of recovering increased railway expenses, hori» 
zontal percentage increases are without question outmoded in 
the light of the generally competitive situation. They are 
also inefficient and unjust. They inevitably lead to protracted 
rate cases and appeals; the final results satisfying neither 
the railways, the shippers nor the provinces." 


103. At page 6925: 


' Horizontal percentage increases discriminate against regions 
which are obliged through physical location and circumstances 
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imposed by national policies to ship and receive 
goods over great distances. Instead of making for 
national economic unity such increases, by 
discriminating against long haul traffic, tend to 
disintegrate the economy into local high cost 
producing regions," 

104. We have confined our references to the major submissions, particularly 
those made on behalf of the provincial governments. There were numerous 
other submissions by large trade organizations and by specific shippers 
in the various regions. All of these submissions substantiate our 
contention that horizontal increases: rather than being ameliorated 
have, infact, increased in intensity and have further aggravated existing 
inequities, In short, the situation which the Turgeon Commission in 1949 
found to be inequitable and harmful to the economic well being of the nation 

has since that date become intolerable and has tended to frustrate national 
economic policy. The past ten years have clearly illustrated that no relief 
in this respect can be expected from either the railways or the Board of 
Transport Commissioners and that some safeguards must be Hataeueed 
either by way of statutory limitations or legislative direction if the present 
situation is to be altered. 
Impact on rate structure 

105. Before proceeding with a detailed consideration of Manitoba's proposed 
solution, we would like to add to the comments above referred to, certain 
statistics which, we submit, point up the impact of the present method of 
permitting continued percentage increases in the freight rate structure. 
These are the rates which were submitted as Schedule ''A", in the 


submission of Premier Roblin made on February 8, 1960 entitled, 


"Comparative Rates for East-West and East-East Movements, 1949 and 1958! 
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SCHEDULE "A" 


EAST-WEST EAST-EAST 
Commodity Rate Average Rate Average 
Date perton Haul perton Haul 
$ Miles $ Miles - 
Agricultural Implements 1949 30.08 1620 9,33 297 
1958 62.65 17.35 16.43 295 
Increase Bo. ot el 
Auto, Parts 1949 40,79 1754 10.44 S57 
1958 87.49 2038 11.44 228 
Increase 46.70 1,00 
Wooden Containers 1949 21.58 1208 Y Bag ie! 298 
1958 51.80 1354 16.50 396 
Increase 24.22 Sas §? 
Soap 1949 Ee UF 1504 8.50 362 
1958 50. 83 1949 8, 94 359 
Increase 15.46 244 
Explosives (4949. 53.37 . 1220 20.64 294. 
TI5G. 7059 1603 24,25 278 
Increase 26% a2 3, OF 
Candy 1949 39.38 1493 14,25 430 
1958 WB 2119 8.95 366 
Increase 18.43 Dea 
Cigarettes & Cigars 1949 68.44 2400 12.42 STo 
1958 69,09 1431 ir.ou 363 
Increase 6D S05 
Mixed Cars 1949 30.47 1315 al Be 334 
1958 174, 84 1628 12250 ao 
Increase 44.37 14 


These rates are based on data published in the "Waybill Analysis" 

issued by the Board of Transport Commissioners. 

These figures illustrate the dollar per ton distortion since the findings of 

the Turgeon Commission in 1949, They appear at page 4212 of Volume 29, 
106. We would also direct your attention to Schedule 'D" in the submission of the 

Province of Manitoba appearing at page 4230 of Volume 29 which schedule 

is entitled, ''The Comparison of Average Freight Rate Per Ton on Traffic 

To or From Manitoba Points with Average Freight Rate Per Ton on the 


Same Commodity Moving Elsewhere in Canada and the United States." 
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Commodity 

1 Wheat $ 

7 Oats 

9&10 Barley and Rye 

21 Cereal Food Preparations 

25 Hay 

49 Apples 

101 Sugar Beets 

105 Flax Seed 
Miscellaneous Agriculture 

Products 

Total Agriculture Products 

203 Cattle 

211 Swine 

215 Meat 

221 Margarine 

— 225 Poultry 

Miscellaneous Animal Products 
Total Animal Products 

305 Bituminous Coal. 

314 Copper - Nickel Ore & Conc, 

327 Gravel and Sand 

329 Stone and Rock 

339 Asphalt 

341 Salt 

348 Gypsum 
Miscellaneous Mine Products 
Total Mine Products 

409 Pulpwood 

415 Veneer, Plywood 
Miscellaneous Forest Products 
Total Forest Products 

501 Gasoline 

503 Fuel Oil 

539 Fertilizers 

959 Copper Ingot 

a bi! Iron & Steel-Bar, Rod 

583 Manufactured Iron & Steel 

587 Iron & Steel Dive & Fittings 

591 Agriculture Implements 

595 Machinery 

613 Automobiles 

615 Trucks 

633 Cement 

639 Brick and Building Tile 

645 Lime 

657 Newsprint Paper 

661 Wrapping Paper 

663 Paper Bags 

665 Paper & Paper Articles 


es 
Lia 


U.S.A, 


6.13 
6,24 
6.87 
11.46 
12.46 
32.75 
1.29 
7.88 


8.41 


19, 14 
21.32 
34,53 
26.71 
32.97 


ry 
* 
I?..t 


? r 

Se 

. ° , 

¢ 

SF 

bot ? 

—— ny 

ET ea 

: sy 
¢ rr 

ce . 

"y es 
a 
eS 
+ 

. 

7] 
ce 

ane . 

tf a Vu 

RS 

{2 

oc ‘ 

i \ 

ea 

= OF 
hte 
Ps 

ru. xX 

a 

S » 

on ct 
.o 

o 
we Le 
7 2 } 

BY. 

ar ~ = 

~ tT de 

S12 

- * 

Fe .o 

o- 

a 


re, “y 
- 
. 
_, 
Deny pry 


~> be 
&& .& 

an 6, ca 
Psat 
mahi Oa 
od ei. 
ca 


een te 
nent. 
is.8 
Bh one 


2 
) 
=, 
wr? 
att 
: 2 
OT ee 
. *, « r 
- awe 
a) kh 
Res As 
Pao Jae, 
By (Gh 
4) 
10 DS 
¢ 2 
7) Phe 4) 
4) _ 
1t* » Se 
ova 


*) ! 
Gd .@t 
Pz *! 

2 OF 


‘ cae 
J Loe 
a ° 
>» 
aes tne he a ne 
ff hut 
‘ . 
— @ 
- 
4 a 
r % 
~ on 
oS 
4 ' 
is ’ 
n> 
Cites 4 © 
t , 
aoe neneeniey 
atthe ebro 
- ° 
Gi.) 
- Pa) 
{3 it 
es 
&s. 4 
be wa 4 
few re 02 
Go tr 
Ve So 
= a 


oF Yt 
i ie 
or “ 
aU ,& 
a) s 
sl 21 
15.4 A 
; ak 


> 


_ 2 _, — 
GR MRE 
- Leste 
ae ne oy 
is eit 2 


aN: r ( : an 

Pr hc shane hate 

sa Fite eiood aa 02 
f i ‘o> beees a's M ‘ 
siutuoiig A. eugoastlonei oc 
epee 0 Sie a 


@ ee ‘oratory iatoT 


ie ve q 


onttey us | 
vriined 
afoubotd Lf: acmka.A, ssicenalieosiM 
a7 
a even Pecact taent a fag) i 


lao? Bese ‘@ 

.0noD & 910 letsiff - rqqoD > 
boee bas IsvarD. 

— 4OOH hee paOtg 

: Merge A a 

Hse 


mwegqy — 
aloubord oni erosn eiieostM 


etosbord ontM La HOT : 


roe a Tar. 
ra 14 t 

- boowy 49 Re sena¥ a 
atonbord iiet0% aor vamalleoht WA, an 


atoybor mt jeete 4 LejoT 


onlidand’ 

30) fou 

24 PELE oo oe 

4 soyril 134 g089 

bow. “prt + Lo gse, & i rs L 
lest2 week | bet ro.tea i 
eqrinrt # «cit lost? 2a 
einenrlgo | sx ednak 


45. 


Commodity Man. Can, Des was 
669 Paperboard, Fibreboard 28,59 Loe 0G. CLOssko 
671 Wallboard 15,59 15.49 10.64 
675 Insulating Materials 52.00 33.08 20.88 
713 Floor Covering 45.72 30. 39 33. 84 
715 Furniture 42.27 Le Cas 41.83 
735 Rope, Cordage, Twine 25.57 25.75 23.00 
749 Liquors - Malt 13,27 8.55 Lite 
763 Food Products 26.69 21.37 17. 06 
769 Soap 36.93 32, 06 18,49 
773 Feed, Animal 13.90 (Pes) 5.105 
TUT Cigarettes 26,01 31.54 oo.iLd 
789 Scrap Iron & Steel 6.32 4.87 36:97. 
799 Manufactures & Miscellaneous 37, 35 23.70 16.35 

Miscellaneous Products of 

Manufacture 24.47 
Total Manufactures and 
Miscellaneous 16.10 12.68 10.50 


Grand Total $ 8.32 6.67 6.40 


107. This schedule indicates that the average Manitoba shipper pays $ 8. 32 
per ton as opposed to a Canadian average of $ 6.67 per ton and a U.S. 
average of $ 6.40 perton. This present distortion between the individual 
Manitoba shipper and the average Canadian shipper is further aggravated 
by the method of permitting horizontal percentage increases. 

108. We refer to the testimony of Mr. J. Roberts, Goatees Traffic Manager, 
Canadian Pacific Railway, touching upon this matter of regional burden, 
Beginning at page 17845, Volume 107, Counsel for Manitoba discussed 
Exhibit 162 which was allegedly a compilation of the receipts of the 


€, P,R. from the most recent rate increase of 17% in 1958. Counsel 


at page 17845 that traffic terminating in the Western region 


contributed 52. 8% of the additional rail revenue while representing only 
ne 


~ Sp 


25% of the total tonnagewithin Canada,including grain moving at statutory 
rates unloaded at Vancouver and Churchill. 
109. We discussed with Mr. Roberts the regional impact of the increase in 


cents per 100 pounds. The following table is a summary of the figures dis-~- 


cussed, 
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Normal Rates ; Rate per Percentage Increase 
100 lbs. increase in cents per 
prior to 100 lbs, 
increase, 

Maritime to Maritime 14 cents 10.7% 1.6 cents 

Maritimes to 0,Q, 45 cents 15.3% 6.9 cents 

Maritimes to Western 300 cents 17.0% 51.0 cents 

0,Q. to 0.Q; 17 cents 14.5% 2.5 cents 

O,Q, to Maritimes 84 cents 17.0% 14.3 cents 

O,Q, to Western 261 cents 16.4% 42.8 cents 

Western to Western 28 cents 15.0% 4,2 cents 

Western to 0O,Q. 163 cents 16.8% 27.4 cents 


Competitive Rates 


Maritime to Maritime | cents | 5.5% .9 cents 
Maritimes to O.Q, | 61 cents ; 7.9% 4,8 cents 
Maritimes to Western Simin No Record: ]kseke <4 aman amma 
O. QO, to O7Q, 25 cents 12.6% 3.2 cents 
O.Q,. to Maritimes 108 cents 4.4% - 4,8 cents 
O.Q. to Western 388 cents 7.0% 27.2 cents 
Western to Western 43 cents 12. 3% 5.3 cents 
Western to O,Q, 197 cents -4% .8 cents 
Western to Maritimes 238 cents - 6% 1.4 cents 


110. The inequity of horizontal increases was pointed out by emphasizing the 
increases in rates per 100 lbs. on normal traffic as follows: within the 
Maritimes 1.6 cents, Maritimes to Ontario and Quebec, 7 cents; Maritimes 
to West,51 cents; and Ontario and Quebec to West 42.8 cents. While in 
percentage of increase the differences may appear insignificant and equitable, 
the resultant changes in cents per 100 lbs. are indeed significant and clearly 
inequitable in application, 

Solutions 
111. We have now considered the nature of the problem as set out by various 


governments and shippers who appeared before this Commission representing 
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areas from coast to coast. We have also set out the specific nature 
of the problem as it applies to the citizens of the Province of Manitoba. 
We now turn our attention to possible solutions to this problem. As 
stated by Premier Roblin: 

There have been numerous alternative methods suggested 

from time to time in both Canada and the United States 

with a view to easing the obvious impact of horizontal 

percentage increases, Various devices are presently 

utilized by the Inter-State Commerce Commission in 

the United States (41) and on occasion the Board of 

Transport Commissioners has applied maximums and 

exceptions on specific commodity movements when 

applying rate increases, There are certain inherent 

weaknesses in any alternative plan that attempts to shift 

rate burdens but it is our submission that an alternative 

is feasible, which would more equitably distribute the 

increases required while recognizing the characteristics 

of particular traffic movements. '"(4 
Our problem in Canada is to establish a rate basis which minimizes the 
dollar increase on the long haul traffic, while at the same time maximizing 
the contribution from the short haul traffic, The difficulty lies in finding the 
point of balance or diminishing returns where the increase results ina 
greater loss by way of diverted traffic than is realized from the higher 
rate. It is the submission of the Province of Manitoba that increases applied 
by way of cents per hundred pounds plus a percentage increase is one 
possible scheme which is worthy of study as a compromise formula, 
When the railways find that the revenue contributions from the various 
segments of traffic produce a total which collectively is insufficient to 
cover their operating and overhead costs, the practice has been to apply 
to the Board of Transport Commissioners for permission to increase all 
rates under the jurisdiction of the Board to yield sufficient additional 
revenue to meet their requirements. In every case, this increase has 
been calculated by raising virtually all line haul rates, with the exception of 
coal and coke, by a specified percentage, This method of increasing revenue 
has many advantages for the railway traffic manager and the regulatory 


agency. Inthe first place, it is a simple matter to calculate, Secondly, 


it can easily be made effective by the publication of a master tariff rather 
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than a revision of each of the hundred of thousands of rate items 

published, Thirdly, because itisa percentage increase, it tends to 

widen the range between the lower level of rates which might otherwise 
discriminate against a shipper and the higher level of rates found to 

be reasonable by the regulatory agency. 

It seems clear that any lasting solution to this problem of rate increases 
must be directed to achieving a proper balance between the long haul shipper, 
the intermediate shipper and the short haul shipper. It is our submission 
that this can best be done by a proper distribution of the increased terminal 
costs and the increased line haul costs. The Manitoba formula is an attempt 
to reflect the proper cost factors that go into making up general rate 
increases, 

Manitoba Formula 

The Manitoba formula suggests that increased terminal costs should be 
reflected by a flat cents per hundred pounds levy while increased line haul 
costs should be reflected by a percentage increase. The material submitted 
to the Commission concerning this matter and which appears in Volume 91 
and Exhibits 153-B, 153-C, 153-D, 153-E, illustrates the application of 
this formula on the basis of cost data which would allocate one-half of 

the necessary increase to terminal costs and one-half of the necessary 
increases to line haul costs; As explained in the submission of the Province, 
appearing at page 15611 of Volume 91, these Exhibits are based on the 
assumption that the increased costs experienced by the railways were 

evenly divided between terminal and line haul costs. If subsequently, the 
regulatory agency, in this case the Board of Transport Commissioners, 
determined through improved cost data, that an increase in rates was 
necessary and that the increased costs were in a different ratio than 50-50, 
the factors would reflect this difference. If the Board were to ascertain 

that the necessary increase was brought about by an amount reflecting 


60% line haul cost increase and 40% terminal cost increase, then the 
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49 
resulting rate increase would consist of a percentage increase reflecting 
the 60% factor of line haul cost increase and a cents per hundred pounds 
increase reflectirmg the 40% factor of terminal cost increase. By way of 
illustration, if in a future rate ease, the railways should establish that 
their additional requirements are thirty million dollars, and that these 
additional requirements are occasioned by an increase in terminal costs of 
ten million dollars and of line haul costs of twenty million dollars, the 


Manitoba proposal would then envisage that the twenty million dollars 


‘would be obtained by a percentage increase (line haul costs) and the ten 


million dollars would be obtained by a flat number of cents per one 
hundred pounds (terminal costs) depending on the estimated tonnage to be 
moved, 

In considering any alternative scheme for the application of rate increases, 
we must take into consideration the two principal factors involved: 
firstly, the impact on Hane and secondly, that the resultant scheme 
does not impair railway revenues, It is the submission of the Province 
of Manitoba that our proposal would tend to minimize the dollar increase 
on the long haul or high rated traffic while at the same time maximizing 
the contribution from the short haul or low rated traffic, 

In the case of the extremely short haul traffic and similarly in the case of 
the low grade commodities moving at particularly low rates, tests have 
indicated that some modification, of the Manitoba proposal was necessary 
in order that no major inequity be introduced as a result of our 

proposal and that the traffic continue to move freely by rail. 

The modification which we have introduced into our proposal would 
alleviate the full impact of the formula on the very short haul or very 
low rated commodities while at the same time recognizing the fact that 
costs have gone up to a greater relative degree on these mousiaie. then 
have the costs on long haul traffic. The modification which we suggest 
consists of assessing a higher percentage increase on this traffic, with 


the provision that the increase to be applied would be the lower of such 
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higher percentage or the formula as previously outlined. Reference to 


Exhibit 153-E will best illustrate the modification in operation. 


(Figures expressed in cents per 100 pounds) 


Rates Prior to Amount of increase 
increase At 20% At 10% plus 3.5 cents 
With Modification Without 
Modification 
(1) (2) (3) 
1 Nil 2 at 
2 4 3/4 33/4 0 4 
1 1 OQ. 

3 ; 13 S374 BS 

4 3/4 12 dhe Mea 

5 1 2 4 + 0 

6 1 25 4 8 5 

7 14 3 4 Wigs 

8 14 3 44 e 

9 2 3 4 % 

10 2 4 45 e 
11 2 4 5 
12 2 5 5 
13 3 5 
14 3 5 
15 3 5 
20 4 6 
25 5 = 6 
30 6 ec 7 
35 7 = 7 
40 8 et 8 
45 9 S 8 
50 10 6 9 
100 20 S 14 
150 30 RS 19 
200 40 ee 24 
250 50 9 29 
300 60 as 34 
350 70 : 39 
400 80 44 
450 90 49 
500 100 54 
600 120 64 
700 140 74 
800 160 84 
900 180 94 
1000 200 104 
1100 220 114 
1200 240 124 
1300 260 134 
1400 280 144 
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Exhibit 153-E and the figures reproduced from that exhibit are used to 
illustrate the actual operation of the formula which includes the modification 
introduced. As explained by Mr, Stechishin at pages 15624 - 15626 of 


Volume 91, column 1 contains rates prior to the proposed increase. 


They represent rates in cents per hundred pounds up to $15.00 per 100 


lbs, prior to an increase. Column 2 is the amount of the increase 
resulting from a straight horizontal percentage increase of 20% and it 
shows that a 1¢ rate would not be increased at all because of the 
disposition of fractions and that a 2¢ rate would go up by one-half a cent 

as would a 3¢ rate, A four cent rate would go up three quarters of a 

cent. A 5¢ rate by one cent, and a six cent rate would increase by one 
cent. As the scale reached $2.00 per one hundred pounds, under the 
horizontal percentage method, the rate would increase by forty cents 

and at the other end of the scale, the $15.00 per 100 lbs. rate would 
increase by $3.00 per 100 lbs, | 

Column 3'introduces the Manitoba Formula subject to the modification 
suggested, The modification is either a forty percent increase, or the 
original formula, whichever is lower. Under the modified scale, the 1¢ 
rate would go up by one-half a cent as compared to the horizontal method 
where no increase would be applied. A 2¢ rate would oe up three-quarters 
of a cent as opposed to one-half a cent under the horizontal method, A 3¢ 
rate would go up by one and a quarter cents as compared to a half cent 
under the horizontal method, At 12¢ the modification produces a 5¢ 
increase which is the same increase as that produced by the basic Manitoba 
Formula so that the modification becomes inoperative above the’ 12¢ level. 
The effect under the modification is that those rates presently moving at 
12¢ per 100 lbs. or lower would be subject to the modification. Rates 
moving at 13¢ or above would not be affected by the modification, All 
rates above the 12¢ lével would be subject only to the operation of he formula 
itself. For example, at $2.00, the Manitoba formula would impose a rate 


increase of 24¢ per 100 lbs, as compared to 40¢ per 100 lbs, under the 
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D2 


horizontal method, The $3.00 per 100 lbs. rate would increase by 34¢ 
under the Manitoba formula as:cempared to 60¢ under the horizontal 
percentage methed. A rate of $5,:00 per 100 lbs. would increase by 

54¢ under the\Manitoba formulaiags-compared to $1.00 under the horizontal 
method, and the rate-of R45. 00 per 100 lbs, would increase by $ 1,54 as 
compared to $3.00 under the present horizontal method. 

As previously stated, two considerations should be foremost in recommending 
an alternative to the present method: the interests of the shipper, and the 
safeguarding of the revenues of the railway. We suggest that the foregoing 
material ahbetaiuaies our contention that the Manitoba formula will 

result in a lesser impact on the long haul, high rated traffic which has been 
so adversely affected under the present horizontal method, 

Impact on Rail Revenue 


We now consider the impact on rail revenues by introduction of the Manitoba 


formula, It is our contention that rather than injuring or adversely affecting 


rail revenue, the introduction of the Manitoba formula will maximize railway 


revenues by increasing the contribution from the short haul, low rated traffic. 


In this regard, we would direct attention to Exhibit 153-D entitled, '' Comparison 


of Specific Movements", showing base rates, 20% horizontal increase, and 


Manitoba formula ( increase of 10% plus 3.5¢). The purpose of this exhibit 

is to illustrate the effect of the Manitoba formula on large bodies of traffic 

moving in 1958 which ( according. to:'the Waybill Analysis) yielded $ 10,000 or more 
in beige The exhibit covers well over half of the total Canadian traffic 

as reported in the Waybill Analysis but does not include insignificant:move- 

ments of only one or two cars. The exhibit itself comprised three pages dealing 
with all of the major commodity traffic movements. We are reproducing here, 

for ease of reference, selected major commodity movements, both intra- 


region and inter-region, to illustrate the submission of the Province. 
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The detailed discussion of this exhibit appears at pages 15618 - 15623 
inclusive in Volume 91,and we would direct the Commission's attention to 
this testimony for the full development of the exhibit. The exhibit shows 
that the increases on short haul or low rated commodities, which are most 
affected by the Manitoba proposal, are so small in actual cents per 100 lbs., 
that the overall revenues of the railway would not be adversely affected. 
In fact railway revenues would be better assured since the revenue from 
this important branch of traffic would be maximized. At the same time 
the application of the Manitoba formula would minimize the impact in 
dollars on long haul and high rated traffic which is becoming increasingly 
vulnerable to competitive forces, As stated by the witness for the 
Province of Manitoba at page 15623; 
'' That from the actual movement(s) that we tested against 

it, there was only one case where the additional increase 

was as high as two cents, and that happened to be (next 

to the one you referred to of)pulpwood, Ontario to 

Ontario, where the present rate is 143 cents. That rate 

would be increased under a percentage increase to 17,4 


cents; under our formula to 19.4 cents and would be two 
cents more," 


Impact on Shippers 


It should be stressed that shippers are concerned exclusively with the 
actual impact of freight rate increases in cents per 100 lbs. and not with 
percentages on increases or other theoretical considerations, The Manitoba 
formula results in a lesser burden in cents per 100 lbs. on shippers 
collectively. The foremost consideration in devising any alternative method 
should be with a view to considering the impact on the high rated shipper 

as opposed to the low rated shipper rather than the present method which 

is based on a fictional average shipper. 

It is clear that if there is to be any re-distribution or equalizing of the 
burden presently born by the long haul, high pated shipper without impairing 
the revenues of the carriers, the burden must be shifted to the short haul, 
low rated shipper. The low rated traffic is the only source of additional 
revenue open to the carriers if equity is to be maintained, This matter 


was discussed with a number of witnesses, 
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127. We refer to the submission of the Victoria Chamber of Commerce, 


appearing at Page 6166, Volume 38: 


" Gi 


It is our belief that the primary responsibility of 
this Commission is to devise a non-discriminatory 
method of imposing freight rate increases and to 


adjust the level of freight rates to remove the 
discrimination brought about by the continued use of the 
horizontal percentage increase," ... 


But your association would support any method which 
attempted to shift the apparently disproportionate 
burden that is now borne by the long haul shipper? 


A. 


Definitely. 


Q. And any ultimate solution would have to be something 


A. 


tending towards reflecting the true terminal costs as 
opposed to line haul costs? 


That is right." 


128. We refer to the submission of the Tree Fruit Industry of British Columbia, 


at page 6723, Volume 40: 


WwW Q. 


And on this field of horizontal increases, I take it that 
your Association would support any proposal which 
attempted to re-distribute the costs between terminal 
costs and line haul costs, and try and change some of 
the impact from the long haul to the short haul shipper. 
Your difficulty is as a long haul shipper, is it not? 


Yes, 


And the horizontal increases hit you much harder than a short 
haul shipper ? 


Yes, 


So the proposal which your Association would support would 

be a scheme that would redistribute more equitably between 

the short haul and long haul shippers, the necessary increases, 
if any? 


Well, we haven't gone quite that far, I don't think, All we are 
proposing here is that long haul traffic be given special 
consideration. 


Have you any idea where you are going to give the long 
haul traffic where that will pick up? 


I see your point. 


So that the scheme you would support, would be some scheme 
A Se 
that would place a little more of the increase on the short haul? 
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Yes, 

And a little less of the long haul? 

You have this seven million dollars to start with there? 
We have suggested in Manitoba, a scheme based on a flat 


cents per 100 lbs. plus a percentage increase, which is 
an attempt to take into consideration the terminal expenses 


and the fact that it is involved in both short and long haul traffic ? 


hyn 


i 


Yes.” 


129, We would refer to the Submission of the Province of Ontario at page 7259, 


Volume 43: 


1" i); 


so that I would assume that the Province of Ontario 
would support any scheme which tended to re- 
distribute equitably these cost factors between the 


short-haul and long-haul shippers, the difference between 
terminal costs and line haul costs? .... 


Q. 


A. 


Fair and equitable and properly reflect costs? 


yes," 


130. The submission of the Maritimes Transportation Commission appears in 


Volume 83A, particularly page 140, paragraph 330: 


" It is doubtfull that horizontal percentage increases distribute 
the burden equitably and maintain competitive relationships 
between various producers. In fact, the exact opposite 
appears to be the result of such advances under the present 
method," | 


131. At page 143, the Maritime Transportation Commission states: 


" Various alternatives to horizontal rate increases have been 
suggested. Among them are the following: 


1. 


2. 


A lower percentage increase on specific commodities, 


A uniform percentage increase with maximum limitations 
where the resulting increase is higher than a stipulated 
amount, 


A flat amount in cents per 100 lbs, for all commodities and 
classes of freight. 


Varying flat amounts in cents per 100 lbs. on stipulated 
commodities. 


A lower percentage increase in traffic to and from some 
regions than applicable within the regions. 
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6. The combination of a percentage increase and a flat amount 
— 
in cents per 100 lbs, 


Any of the above alternatives, either singly or in combination 
with one another, would tend to lessen the impact of horizontal 
rate increases on long-haul traffic and/or specific commodities. 


Any alternative formula which would produce a lesser increase > 
on long-haul traffic and/or specific commodities must at the 
same time secure for the railways their revenue requirements. 
For an alternative formula to be workable, therefore, the 
answer to the following question must be in the affirmative: 

Will the alternative formula enable the railways to obtain 

from other commodities and movements, the revenue which 
they will be forced to forego on commodities and movements 
which, because of the alternative formula, are subject to 

a lesser increase than that produced by the horizontal formula?" 


132, At page 14572, Volume 84: 
"Q. Ithink we agreed that the present situation under the 
horizontal percentage increase method has resulted 
in an unfair burden on long haul traffic: is that a 


correct statement? 


A. The horizontal method of increasing rates has borne 
more heavily on the long haul shippers, 


Q. It would seem clear then, that if there is to be any 

shift or redistribution of this burden, the short haul 
will have to take up a little bit of it? 
That is true, Mr. Mauro. That is the problem, that the 
short haul has not been taking up the slack, It has been 
escaping because of competition, because of the rise of 
a new transportation agency. 

Q. So any scheme that is devised or acceptable must come 
up with some method which will shift part of the burden 
presently borne by the long haul captive traffic onto the 

short haul traffic? 

Ane That ie pipnt. 

Rail Objections to Manitoba Proposal 

133, The only objection during the lengthy hearings of this Commission was 
contained in the evidence advanced by the Canadian Pacific Railway 
in an attempt to discredit the proposal of the Province of Manitoba. 
The railway called as rebuttal witness Mr. C. D. Edsforth, Vices 
President, Traffic, who listed as his reasons for objection the following: 


1. That the calculations used by the Province of Manitoba, 


with particular reference to those calculations based on 


Salida, b's 0. “oon ‘odie soviteanoils 9 vous oa act 
agora Jo goaqant oyif agensl ot buat Myo. * artic ot Ls ; 
_ sasistbommoa oltiosga to\bas otters luar-paol no - om 
ede ase : 
sane: steed toaael s sonbotg bivew doidy slinmriot eviten 
odt to tayo aelikboorerio oitioege 10\bae ortho Lia 
Decseniehasne aunever ‘riedd evewlist edt toh ompeee AIM 
of} .siotetedt sidsdiow sd ot alw cro? aviteats . 
‘eyitsoriutie oft nt od teunn collesup yriwallot aatate 
uistde o4 ayswllag ert sidans sisettol ovitentedla: ia 
Rae Hobiw eutevest aii RP gitaeanetinio brs ‘eaittborn: -rodto & — : 
; ataseisyor baa seitibommos ao oye tot of beotok af ittw y at if 
of toa(dus os - abodes evitanteiie asdf to. ‘eauased, Hold i! 
"S eloarro? ieinosiver silt yd besouborg fect mart susetont toeesk. 


s eamilo STORE ey) ac 


on adit 1absas soliewtia tnodetq edd jadi bso" a8 aw datat Tr o 7 
betiuews ae boriteam sdsa'tan! syainsoisg istaasiton 
8 jefi ni otters load ge 1Ol no Asbiwd niet ne nt 


| | >) Sika snigtace tastx09 | 
omiod eal aoie2 Birtasetont to boritext Lstaontror oct ie: ee 
.aseqgide Ivar gaol oxi ao ¥l iveod eon - 


of et exert ti tert} .ced? xaelo oreea b rsa w a ia? 
Inad trois oxt3 Sprites aini to goljudinterbes 36). Stine . 
41 Yo td slitif s qu saat ot ovedLliw’ 


edt jens ,sogidorg ent et itedT  .otvaM 6M .withetjedy i 
nesd asd tl wioala enftqe uaidet aged jon asd lived froda. ie 
fo salt orfi to sevsoed .motiiteq OKO S to savasad grigaces | uh ae 

. | YOKeys Oz ni P1OGE yet! wea s } 


gmtos tauce aldaeiyesos to bealtveb al tad? soigdos YnRiog - oO. 
—— 2 — -to— side “Okay waa hw a yy ae woe om ee ee 8 NE: emer aie ae : 
rei 2 td sat tc Prec fitde iifw rnoldw do Liat roe sAtive ao 


mere ere + aaeeeteieatnne a a> aieanemnnee temparedienn eapnemenmninaiaiene” anmatinient wnemmbesiin temeeaeeranaaainate enya erinn seem eo 


: auc Q3 Ossie) gvitgeo ined pool act yo sm "50d ee 


ee ee gens er re ee ee oll Ae phased, Shs Reise i I Te ee el 
‘oities? L ki 
A mE Re 6 em ln 


tight el tedT WAL 


a le Qe © ey mee, 


it 


a 
isacaq 10% qT eadotinali ot anotige(d@ f oF 


Cece tee pea ten + oe wee ee ae .- 
* rs af me 
i 7 - 
aie 


Baw noOlagiora10D alad to syoiteod eatanel sit gaitub aoljos ido 
2 i 


‘ at 
yYaviiel aitiogt aneibansO aah yd begnevbs gone bive ort nt bea 


: - ke 
aie 


,edotinaM to sonivord ent lo Ineoqorg olf siberoalb ond io Eres 


esosi¥ «troteahS .d .D 1M aasnsiw i a Bm vl 
_ tycthwoliot sit nolios: do 102 anOBASN alt aA botedl oct j 


sdovaeM toaonivord ont xe bee snolteluoien itt 34 
a s 
no beasd eeontitvolan seortt ot sooivasten - taluoktn 

hate 


AS PET 


4 we 


ee 


7 
ft + | ‘ mae’ hd 
7 6 ' a, Tey « : 
7 “ 7 oo | ss ae 


‘nf rf & 


a1 
CO 


the Waybill Analysis, are inaccurate. The C.P.R, 
calculated that the increase in cents per 100 lbs, 
should be 4 1/2¢ rather than 3 1/2¢. 

2. That the increased impact on short haul or low rated 
traffic would be excessive. 

3, That the erosionand attrition factorsunder the Manitoba 
proposal would be greater than under the horizontal 
method, 

4, That the revenue position of the C.P.R. would be 
impaired. 

134,As summarized by Mr. Edsforth at page 18097 of the Daily Transcript 
Volume 109: 
"Q. Then Mr. Edsforth would you give your overall 
assessment of the Manitoba proposal - that is, the 
split proposal with the modification? 

A. Well, my overall assessment is this: to the extent 
that it increases the rates for the shorter hauls or 
the lower value traffic more than the straight 

horizontal percentage increase, the revenue result 

would be substantially less than from a horizontal 

percentage increase, and I cannot see that there 

would be any real offsetting benefit from the lower 

increases on the longer haul and higher value traffic. 

So, inthe overall position, I think the railways' 

revenue position would be seriously affected, and 

not only that: the shippers, particularly those of 

the low valued commodities, would experience 

great difficulties too." 

135. It is our intention to deal separately with each of the objections raised, 
Objection One - Calculation 

136. As tothe first objection, that of the apparent error in calculations, the 
Canadian Pacific Railway stated that based on their revenue and tonnage 
figures, the Manitoba formula, in order to make up an equivalent amount 
as that obtained through a 20% horizontal increase should be made up ofa 
10% increase plus 4.5¢ per 100 lbs, as compared to the Manitoba calculation 


of 10% plus 3.5¢ per 100 lbs. In support of their calculation, the witness 


submitted Exhibit 163 entitled, 'Summary for Canadian Pacific 1958 
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137. 


og 
Waybill Analysis", showing revenue reported for each rate classification. 
This exhibit showed that the total revenue subject to increase wag 
2, 278, 000 and the tonnage subject to increase, 247,563 tons. | 
The basis of the Manitoba calculation was submitted by Mr. Sinclair during 
cross examination of Mr. Stechishin and it appears at page 16308 of Volume 
96. It is entitled, Summary for Canada 1958 Waybill Analysis", by 


Revenue and Tons and it is reproduced herein for ease for reference, 


T! 


Summary for Canada -- 1958 W/B Analysis 
Revenue Tons 
Class Rates : 
A 422,744 15, 813. 8 
D 143, 080 $ 565, 824 2,847.4 18, 661.2 


Com, Non-Comp. 


B 1, 987, 666 348, 488.6 

D 59,413 2, 047,079 2,509.5 350, 998.1 
Total: Non-Comp,  $ 2,612, 903 369, 659.3 
Competitive 

B 1, 229, 329 201, 350.4 

D 50,669 1,279, 998 Loko. 202,669.1 


Agreed Charges 


B 737, 206 BD idook 

D 24,428 761, 634 525.17 86, 238.8 
Total Subject to Increase $4,654, 535 658, 567.2 
Statutory 

B 557,368 131, 808. 7 

D Zag 557, 000 48.2 181,856.28 
Official 

A 12, 900 700.2 

D 1, 546 58.4 

C 08,537 112, 983 6, 950...7 7,709.3 
Total for 

Canada $5, 325, 103 798, 133.4 

Total Revenue subject to increase is $ 4,654, 585 
Amount of increase at 20% . $ 930,907 
1/2 of increase at 10% is $ 465,453.50 
Total tons 658, 567. 2 


Increase per ton 465,453.50 = 70¢ per ton 
658, 567.2 
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138. The Canadian Pacific Railway's calculation entitled, ''Summary for Canadian 
Pacific 1958 Waybilt Analysis", showing revenue reported for each rate 
classification is similarly based on the Waybill Analysis covering rewenue 
and tons reported for the same classifications as appear in the Manitoba 
calculation, The Manitoba calculation is based on all traffic reported to 
the Board of Transport Commissioners which data form the basis of the 
Waybill study. The Canadian Pacific exhibit is based on the Waybill Analysis 
but is confined to the actual revenue and tonnage from Canadian Pacific 
records. The major difference is that the Manitoba calculation based on 
659, 000 tons reported by all railways reporting results ina eine of 70¢ 
per ton or 3.5¢ per 100 lbs, The Canadian Pacific calculation based on 
its tonnage of 248,000 tons results in a figure of 92¢ per ton or 4.5¢.per 100 lbs. 
We have made a subsequent calculation, which follows, setting out a 
comparison of the total revenue and tons as reported to the Board of 
Transport Commissioners as shown on page 16308 of Volume 96 with 
the Canadian Pacific Railway figures as per Exhibit 163. The resulting 


calculation is the total as per the Waybill Analysis less Exhibit 163. 


os ” . . - bike " F ; = 7 a! 
ae te Pa iy pee 
He re a! assieveo sivylans siialil oie ” ial ne ee f 
ee 7 » 


= 


scotenges ont ot sasaae es enokinottia is 


od betuodes ate Ue no boas et ova 
mreyot niab dotrive suibivenesia nie 


supe ny 


r. 


91 3 OR LL sch ort’ 
a? ie i) 
A ae , ie as 
2 saute mrs © oat 
ce: ie : f Diaper eat ‘ 4 si } 


» BteylanA [Ledge W ad¢t no beasd al shediatn 


- - Roe!” 4 
«10 beaad AOLPSLOOLBO 


) any 19q 88 re 40 8 sing & nut ailuees aso 000 rrr y 
ae - a 


awollot dol aol talwolne inawpeadi a > 


' 
WT OLA 


ogek as anot bis suneven intot ont he noe! regan 
2a an . 


minioV to $0882 f 9949 10 ewe | ae 0 axatomieimeaoD! " 
ae Ne 
tid ict 1g oF as coreg vowihat ion ese 


h 


a e 
"i 
ae 


Revenue: 


Tons: 


Class rates 
Commodity rates: 
Normal | 

Competitive 

Agreed charges 

Total subject to 
increase 

Statutory 

Other 


Total Traffic 


Class rates 

Commodity rates: 
Normal 
Competitive 

Agreed charges 

Total subject to 
increase 

Statutory 

Other 


Summary 


Pas 


B, 


F. 


Total revenue 
subject to increase 


Amount of increase 
at 20% 


1/2 of increase 


Total tons subject 
to increase 


Increase per ton 
Line C 
Line D 


Increase per 100 lbs. 


Total per 
page 16308 


$ 565824 


2047079 
. 4279998 


761634 


4654535 
557585 


112983 
$ 5325103 


18661 


350998 
202669 


86239 


658567 
131857 


7709 
$ 798133 


$4654535 


$ 930907 


$ 465453 


658567 


70 cents 


8.5 cents 


enamel 
— 


hog Fo tty Ger 
exhibit 163 


171450 


1097846 
588390 


421086 


2278772 
338200 


193255 
2810227 


5789 
114201 
83567 
44006 
247563 


78859 
34300: 


360722 


2278772 


455754 


227877 


247563 


92 cents 


4.5 cents 


51 


Total less 


8 


(calculated) 


394374 


949233 
691608 


340548 


2375763 
219385 
(- B0272 


2514876 


12872 
236797 
119102 

42233 
411004 


52998 
(26591) 


437411 


2375763 


475153 


237576 


411004 


~~" 


58 cents 


3. cents 


139. The important figures in this statement show that the increase per ton as 


per the Waybill Analysis would be 70¢ - per Ca 
92¢ - and for all traffic othe 
the increase in cents per 100 lbs., 


if based on the Waybill Analysis, 3.5¢; 


nadian Pacific Bxhibit 163, 
r than the C.P,R. traffic - 58¢. Therefore, 
using the Manitoba formula would be, 


if based on the Canadian Pacific 


‘pyeses BED 


- ite: . “t 
i -ebeene aeaveal 
|. Bonrep >» OBKese 
ie BREOKE BROIKS 


Ost 2 oY he: . Af 
OLS y ih a 


7 


; FD 2a 
evrasee@ 4 aii Late ’ 
ELIAS ; 


ni eae: 


T (ooss 
eat yitbo v 
Jo) heel pale 
‘seutiteq ang * 
asgitanio baa 
| a iL Lato 
raeede Vo | saeotbak 
“Waakes ae patois 
eort | | '. sein 
seraet 


© dee lee 
ee Ve Ot OH tm 


4) 
enn Me 


4 arnievet letoT. Aa 
earerss SYTERSS BEEhSODS . saestont of tyetdda “ | 


oaeatant to muon pf 
eos is ,; 


5% se tonal to a 


tosis 3, #08 lato’ ron 
Sarg ton Of 


a iy 
_ oi 


mod 490. 98e9708 | ty 


ainao OY 


~ 
« Te es 
Ad SLL a 


Bh bs iw 


aS 


bro eg 
a 
ae 9 


sineo 6. ain99 6B 2dl Me 


piel th a Shesunigniee 
28 10! 7aq SaHatoni ecii teri? dane Sagnieiate Bids at 

fai theistacet ofo4sd nsibenaD teq - 907 3d nines uve 
orehqaant 902 > oittext SD ott matt stadia: aia t 


. Sia 
d bluow. alucetot adofineM art? gia oe | 


Railway calculation 4, 5¢; if based on the figures of railways other than 
the Canadian Pacific Railway, 3¢. This supports the contention of the 
Province of Manitoba that the 3.5¢ calculation is a more accurate 
reflection of the actual experience of railways reporting to the Board 
of Transport Commissioners and represents a more accurate figure 
based on the actual tonnage-revenue situation in Canada in 1958, 

140, It should be re-emphasized that the Manitoba calculation was based on 
the assumption that the increased costs, terminal as opposed to line 
haul, were ona fifty-fifty basis. Manitoba is not suggesting nor are we 
pre-determining that this would be the final result of the calculation. 
As mentioned by the witness, Stechishin, if subsequent study demonstrated 
that the terminal factor was 40% rather than 50% of the total required 
increase, then a lesser cents per 100 lbs, figure would result. Similarly, 
if a subsequent calculation demonstrated that the terminal factorwas larger than 
50%, then a larger cents per 100 lbs. figure would result. The final 
calculation of the cents per 100 lbs. figure is incidental to the operation 
of the alternative proposal. The next general rate increase might be 
based on ae lesser cents per 100 lbs. figure, as demonstrated by the 
comparison between the figures regarding revenue and tons contained in 
the Waybill Analysis, Canadian Pacific Railway Exhibit 163 and the 
calculation based on other traffic. In other words, the next rate increase 
could be based on 3¢ per 100 lbs. and the balance made up by way ofa 
percentage increase, This would have a lesser impact on the low rated 
traffic and would give a better opportunity to assess the effect of this 
method both on the movement of traffic and the revenues of the rail 
carriers. 
Objection Two - Impact on Low-Rated Traffic 

141. The next item which forrned the basis of objection by the Canadian Pacific 
Railway was the impact of our proposal on low rated traffic. Under 


direct examination, Mr. Edsforth at page 18082 stated: 
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"® 3 Well, Mr. Edsforth, 10% plus 37¢ and 10% plus 
45¢, that is not tao meaningful , is it? 


A. Well, it is 1¢ per 100 lb, difference and that is 
quite meaningful in the lower rates. If you have 
a rate of 5¢ per 100 lbs. an additional increase 
of i¢ is a 20% increase, .. The Manitaka formula would 
produce an increase of 2¢ from the 10% factor anda 
further 32¢ from the flat amount, or an increase overall 
of 4¢ per 100 lbs. or 80%... It does make a difference. "' 
142. However, under cross examination, at page 19577 of Volume 118, 
Mr. Edsforth admitted: 

'" Q. - Now you will agree in comparing the effects of the 
two proposals, you have to take into consideration 
the modification? 

; Yes, I think I did say so, too, 


A 
Q. Have you Exhibit 164 before you? 
A, Yes, I have, 

Q 


° You will note that under both the Manitoba calculation 
and under the Canadian Pacific calculation, a rate of 
o9¢ per hundred would increase to a maximum of 2¢? 

A. That is right. I pointed that out later on, I think," 

143, The intent of the Canadian Pacific Railway in their direct examination and 
their continued insistence in cross-examination, was to show that the 
Manitoba formula would have such a grave impact on low rated commodities 
as to either create a complete inequity against the short haul and low rated 
shipper or impair the revenues of the railway by making this traffic 
move to some other mode of transportation. In the evidence presented 
to this Commission by the Province of Manitoba, this matter was 
considered and illustrated by Exhibit 153-D, 'The Comparisons of 
Specific Movements, Showing Base Rates, under a 20% horizontal increase 
and under the Manitoba proposal with modification, As admitted by the 
witness, Edsforth, in order to properly consider the Manitoha formula 
it must be considered along with the modification. In Exhibit 153-D the 
only commodities which moved at a rate of 5¢ or under were copper, 
nickel ore and concentrates in Ontario movements having an average haul 
of 16 miles, which moved at an average rate of 3.2¢ per 100 lbs. Under 


the 20% horizontal increase method, this rate would increase to 3. 8¢ per 
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54 
100 lbs. or an increase of .6¢. Under the Manitoba proposal, this rate 
increased to 4.5¢ per 100 lbs. or an increase of 1.3¢. The difference 
in the present method and the Manitoba proposal, as it would affect this 
particular low rated movement, would be .7¢ per 100 lbs. 

144. The second movement that would come within that very low rated category, 
which Mr, Edsforth speaks of, was iron ore which moved an average of 69 
miles at a rate of 4.5¢ per 100 lbs. Under the horizontal increase of .20%, 
this rate would increase to 5.4¢,or an actual increase of .9¢ per 100 lbs, 
Under the Manitoba formula, this would increase from 4.5¢ to 6.3¢ per 
100 lbs. or an increase of 1,8¢. The difference between the horizontal 
method and the Manitoba method, as it would affect this particular movem« °, 
would be .9¢ per 100 lbs, 

145, The third movement that we were able to ascertain as being 5¢ or under 
per 100 lbs., was a movement of sand and gravel within the Province of 
Quebec, having an average bet of 72 miles and an average rate of 4. 7¢ 
per 100 lbs, Under the horizontal method of increase of 20%, this would 
result ina rate of 5.7¢, or an increase of 1¢ per 100 los. Under the 
Manitoba formula it would increase from 4.7¢ to 6.6¢, or an increase of 
1.9¢. The difference between the horizontal method and the Manitoba 
proposal would be .9¢ per 100 lbs. 

146. It is difficult to accept the arguments of the Canadian Pacific Railway 

that commodities such as copper, nickel and ore concentrates, iron ore, 
sand and gravel moving such short distances as those set out and involving 
rate differentials as between the Manitoba proposal and the present 
horizontal method of .7¢, .9¢ and .9¢ per 100 lbs., would result in the 
loss of this traffic to some other mode of transportation or in any way 
result in an inequity against the shipper of such commodities. It is 
submitted that if these commodities, as suggested by the Canadian Pacific, 
are unable to sustain additional increases of .7 cents, .9 cents and .9 cents 
per 100 lbs,, then they would be unlikely to sustain an increase under the 


horizontal method. It is obvious that this is an attempt on the part of the 


Canadian Pacific Railway to confuse the real issue involved in this matter 
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SO 
by causing fear or suspicior regarding te effect or impact of the Manitoba 
proposal, It is clear that if the present ‘nequity, resulting from horizontal 
increases on loug haul traffic, is to be e leviated, some of the burden 
resulting from increased costs must be aore equitably distributed on 


short haul or low rated commodities. 


147, The increases under the Manitoba proposal on the low-rated commodities 


set outin Exhibit 153-D would not result in an inequitable situation. On the 
other hand, the proposal would have a beneficial effect due to the reduction 
in the increases on the long haul, high rated traffic. A straight division of 
any increase in cents per hundred pounds plus a percentage increase could 
not be effective across the board because of the impact it would have on such 
low rated commodities as sand and gravel, iron and other ore concentrates, 
The modification was therefore introduced, To the extent that the 
modification results in a lesser amount being attached to the low rated 
commodities, the long haul, high rated traffic is absorbing this increase and 
in fact, subsidizing the carriage of the low rated commodities. The sole 
purpose and the effects of the Manitoba formula are to alleviate the inequity of 
the present method as it applies to long haul, high rated traffic. The 
formula in no way results in an inequity against low rated traffic. 


Objection Three - Erosion And Attrition 


148, The witness, Edsforth, referred to the very competitive situation of traffic 


moving between Toronto and Montreal and alleged that this would be an area 
that would suffer greatly if the Manitoba proposal was put into effect. 
However, under cross examination at page 19586 of Volume 118, it was 
demonstrated that the Manitoba praposal, as compared to the present method, 
would in no way adversely affect the railway's competitive position. 
Ar ey Let us look at one; you mentioned in your evidence 
this matter of the Montreal to Toronto area is one of 
the most active you know of and that it is frequently 
termed a short haul, [I think we should look at this, I assume 
this is one of the important areas for Canadian Pacific? 


A. It is one of the important areas. 


Q. And you are concerned, in what you have just told us, 
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that under the Manitoba formula you would be unable to 
increase your rates and maintain the traffic as you 
presently do under the horizontal percentage system ? 


A. That is on the lower rated traffic, the 
short haul, it works both ways. 


QQ. That is what the Manitoba formula is 
intended to do, let us »e clear on that. 


Q. At volume 106, Mr. R berts was being 
examined by Mr. B» 7 e. page 17747. 
On that page Mr. Brazier put into 
evidence, Tariff C,T,.C. 5,253, dated July 4, 1960, on all 
types of general commodities, Montreal and Toronto? 


A. wires. 
Q. And he put on the rates: 
20,000 Ibs. 24,000 lbs. 30, 000 lbs. 40,000 lbs. 60,000 lbs. 
45¢ 40¢ 38¢ 365¢ 332¢ 
A. Yes, I see this in the record. 
Q. Now, I would like to put on the record 


the comparison of the results in applying 
the Manitoba formula and horizontal 
percentage increases to these rates? 


A, This is 20%? 

Q. Yes, the same formula and basis, 
Mr. Edsforth, and the increase we will be 
applying taken from Exhibit 153-E 

but I will give this to you so that you can authenticate them." 


149. The comparison of 20% increase and the Manitoba formula to this 


important body of traffic moving from Toronto to Montreal, showed the 


following: 
Weight 20, 000 lbs. 24,000 lbs. 30,000 lbs. 40,000 lbs. 60, 000 
+ 16 Deg RIE ha Mii chanel seuss altcsehaa lee eNalltaR atta LLIN 
Original rate 45¢ 40¢ 38¢ 36 ed 8Oe6 
Increase under 
Manitoba formula 8¢ 8¢ 7¢ 7¢ 7¢ 
Increase under 
Horizontal method 9¢ 8¢ 8¢ Te Te 


In short, the application of the Manitoba formula to this important traffic 


movement between Toronto and Montreal would result in rates either 
identical or less than the rates under the present horizontal method, 
150. Another illustration of the attempt by the Canadian Pacific to throw doubt 


on the Manitoba formula was in regard to commodity movements such as 
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sugar beets. At page 19591 of Volume 118: 


es Now, you have referred to the fact that it would 
be difficult in many cases to apply the increase 
under the Manitoba formula, and you used as one 
of your examples a movement of sugar beets? 


7 Yes, that is right. 


), Ou saic that it would be more difficult to apply 
the Man.:oba formula to the movement of sugar 
beets as compared to the horizontal percentage 
methoa ; 

A. Yes, 


Q. You said it would be almost impossible to apply 
the rate increase brought about by the Manitoba 
formula compared to the horizontal percentage 
increase? 


By Yes, I said there were certainly great difficulties 
for somebody, either the railway or the shippers. 


Q. How much of the last 17% increase did you apply 
on the moven:ent of sugar beets in Manitoba? 


A» I do not think we were able to hold any of it. 

Q. You do not think under the Manitoba suggestion, 
you will be able to apply our method of increase 
to traffic you have been unable to apply increases 
to in the past? 

A. Well, Mr. Mauro, the only difference is that your 
increase being greater on the short haul, the short 
fall on revenue becomes greater. 

Q. How can you use as an illustration the sugar beets 
in Manitoba movement, comparing it with the 
horizontal percentage method, when you were not 


able to apply one percentage point? 


A. What happened two years ago does not necessarily 
happen again. One must always look to the future." 


151.It is respectfully submitted, that such argument on the part of the 
Canadian Pacific Railway, pointing 95 commodities on which it wayld 
be difficult to apply the Manitoba formula, when these very same 
movements were unable to sustain any increase under the sete taey| 
method, is completely unworthy of any consideration. The Province 
of Manitoba has never suggested that our method would bring about 


any mystical achievement in the field of rate application. We are not 
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suggesting that our method would permit the Canadian Pacific 
Railway to apply increases that they were unable to apply 
under the horizontal percentage method, What we do suggest 
is that in those cases where the horizontal percentage method 
was applicable, particularly in the ense of the low rated traffic, 
our proposal with its modification wc ild not create such an 
impact as to cost the carriers the loss of any substantial volume 
of the traffic. Moreover, since the impact on the long haul high 
rated traffic would be less and the competitive impact on this 
traffic from other modes of transportation would be decreased, the 
revenue situation of the railways would be better protected. 
Objection Four - Impairment of Revenue 

152, In a final attempt to dissuade from any tampering with the present method, 
this Commission was advised that the great fear of the Canadian Pacific 
Railway is that the Manitoba proposal would adversely affect the revenue 
position of the carrier. The subtle suggestion in this type of argument is 
that the present method is safeguarding the revenues of the railway. In 
other words, that the present method is, in fact, providing the necessary 
increases required by increases in costs, Nothing is further from the 
truth. The failire of the present method, in fact, the basis of Manitoba's 
proposal for an alternative, results from the obvious conclusion that the 
horizontal method is not only a vicious method as applied to the long haul 
high rated traffic but that it has failed to provide the necessary revenues 
for the rail carriers, The railways in evidence presented by senior officers 
have tadibated that in not one year since 1946 have the railways attained 
their permissive level of earnings. Exhibit 162 purported to set out the 
revenues received by the Canadian Pacific Railway during a twelve 
month period from the most recent 17% increase, If, the present 
horizontal method were guaranteeing to the railways their permissive 


level of earnings, then one would have to look very closely at any 
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153. 


alternative proposal that might affect or make less likely their 
attainment of their earnings. What degree of success has the Canadian 
Pacific Railway achieved in obtaining their necessary earnings ynder 

the horizontal percen ze method? 

Exhibit 162 was disci ssed with Mr. Edsforth and the complete testimony 
covering this matter appears at Volume 118, page 19527 to 19536 
inclusive. Wete ate .a statement to the Commission concerning 

a comparison Let e u Exhibit 162 and the estimated revenues that would 
be received from the 17% increase which appeared in the Judgment of the 
Board of Transport Commissioners dated November 17, 1958. 


Estimated revenue Actual revenue Realized 


January 1 - December I, Over (under) 
December 31, 1958 to estimate 
1959 November 30, 
1959. 
Exhibit 58 - 22 Exhibit 162 
Normal: ; 
Coal and coke $ 15, 500, 000 
All other "normal" 
freight 132, 700, 000 | 
$148, 200, 000 77, 100, 000 71, 100, 000 
Competitive 50, 600, 000 59, 000, 000 8, 400, 000 
Agreed charges 48,400, 000 36, 000, 000 12, 400, 000 
Total traffic subject 


to increase $247, 200, 000 172, 100, 000 75, 100, 000 


154. The estimate appearing in the appendix to the Board's Judgment totalled 


$247.2 millions of dollars. The estimate as submitted in Exhibit 162 on 
all traffic was $172.1 million. This was, the traffic which would be 
subject to the increase in both cases, At the time of the last general 

rate increase in November, 1958, the Canadian Pacific Railway applied 
for a 19% horizontal increase to yield $26,600,000. The Board in their 
Judgment of November 17 authorized an increase of 17% which they 
determined would return the necessary moneys required. Mr. Edsforth in 
his discussion on this matter under re-examination by Mr. Sinclair stated 


at page 19737: 
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i 
ry Ae Now of course, the estimated revenue yield from the 
19% we were asking for at that time, for that period, 
January 1 to December 31, 1959, was shown as 26,6 
millions, approximately. 
Q. Yes, 
A, But we did not get the 19%; we only got 17%. And so, the 


revenue yield from the 17% would be somewhat less than 

from the 19%. But I estimated on the basis of the traffic 
shown in the estimate there that the 17% would give us in the range 
of twenty four millions of dollars, approximately. " 


155. We will adopt this figure of $ 24,000,000, submitted by the Vice-President, 


156, 


Traffic, Canadian Pacific Railway, a man with a very lengthy period of 
experience in applying horizontal percentage increases and one who has 
calculated erosion and attrition factors under this method of rate increases. 
We turn to Exhibit 162 and calculate the amount actually received by the 
Canadian Pacific Railway: 
' From normal traffic, the railway expected to receive $21, 700, 000, 

they actually received $ 12,000, 000. 

From competitive traffic they had expected to receive $ 4, 800, 000, 

they actually received $ 6, 000, 000. 

From agreed charges they expected to receive an additional - 

$500,000. They received no additional monies, from agreed 

charges, in fact, there was a reduction. 
The total anticipated increased revenue as per the appendix to the Board' s 
order was $26,600,000. The anticipated increase as per Mr. Edsforth's 
evidence above referred to was $ 24,000,000. Let us assume for our purpose 
here that Mr. Edsforth's figure in his testimony is the accurate one. The rail- 
way therefore, expected from the 17% an increasa@lrevenue of $24, 000, 000, 
they actually received approximately $18,000,000. This is a difference of 
$6,000, 000 or an error in estimate bordering on 25%. We point this up to 
demonstrate that there can be no high degree of accuracy in the present 
method of horizontal increases when a man of Mr. Edsforth's ability and 
long experience in a specific company is able to estimate revenues of 


$24,000,000 and have a short fall amounting to 25% of his estimate. The 
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accuracy of Mr, Edsforth's calculation cannot be seriously challenged. 
Therefore we must conclude that the method of granting freight rate 
increases by horizontal percentages is no longer capable of guaranteeing 
satisfactory revenue yields to the railway, 

157. It should be remembered, that the estimated increased revenuesof $24, 000, 000, 
was the figure after Mr. Edsforth had made allowances for attrition and 
erosion, Allowing for all of these qualifications and considerations, 

Mr. Edsforth's estimate fell $6,000,000 short of the revenues actually 
received under the horizontal method, 

158. While Mr. Edsforth's calculation as to attrition and erosion was based on 
an increase of 17%, the actual increase was only 10%, due to the interim’ 
subsidy from the Federal Government. With this reduction in increase 
17% to 10%, one would expect a greatly reduced attrition and erosion and 
yet we find a short-fall in excess of $6,000,000, One can only conjecture 
what would have been the short-fall had the full 17% been imposed. 

159, The Province of Manitoba does not suggest that our formula will achieve 
any greater certainty of revenue yield than does the present method. We 
do strongly urge that urd er our proposal, when properly applied and 
taking into consideration the erosion and attrition factors that must be 
introduced in any scheme for rate increases, could certainly come well 
within the margin of 25% as evidenced by the most recent 17% horizontal 
increase, | 
Recommendation 

160, The Province of Manitoba recommends that future rate increases be 
applied by way of cents per 100 lbs. plus a percentage increase, the 
cents per 100 lbs. factor to reflect increased terminal costs, the percentage 


factor to represent increased line haul costs. 
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CHAPTER 3 
REGULATION OF WATER RaTES 


The next matter we deal with is the regulation of water rates by 
the Board of Transport Commissioners, 

Jurisdiction of Board 

Section 9 of the Crow's Nest Pass Agreement dated September, 
1897, states as follows: 


''So soon as the said railway is open for traffic to Kootenay 
Lake, the local rates and tolls on the railway and any other 
railway used in connection therewith and now or hereafter 
owned or leased by or operated on account of the company 
South of the Company's main line in British Columbia, as 
well as the rates and tolls between any point on any such 
line or lines of railway and any point on the main line of 
the Company throughout Canada, or any other railway 
owned or leased by or operated on account of the Company, 
including its lines of steamers in British Columbia shall 
be first approved by the Governor in Council or by a Railway 
Commission, if and when such Commission is established 
by law, and shall at all times thereafter and from time to 
time be subject to revision and control in the manner afore- 
said," 


As one of the conditions of the Crow's Nest Agreement, the 
Canadian Pacific Railway agreed to submit to control of a railway 
commission with regard to the setting of rates, It was a matter of 
national policy to have future rates established by the Canadian | 
Pacific Railway controlled by a public body. Such a body was 
created in 1903 and rates for the movement of commodities both 
east and west were reviewed by that agency, We Bbrait that one 


of the chief purposes, if not the chief purpose, for the Government 


_ requiring this undertaking by the railway was the Government's 


wish to have a more equitable structure or a less discriminatory 


rate structure for the movement of commodities, particularly to 
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163, 


164, 


the Western region of Canada. We would refer the Commission 
to our chapter on National Policy where this matter is discussed 
in detuil at page 16, 

Since 1903, rates in Canada have been under the absolute control 
of the Board of Railway Commissioners, In dealing with railway 
applications for general increases, the Board has adopted what 

is commonly referred to as the ''requirements formula'', under 
which the railway companies apply to the Board for general rate 
increases in order that they may be permitted to earn sufficient 
revenues as established under fe formula, 

In 1938 the Board became known as the Board of Transport 
Commissioners and its jurisdiction was extended to the regulation 
of inland water carriers of package freight. This aspect of water 
transportation is of importance, particularly to the economy of 
the Prairie Provinces and more so to the Province of Manitoba, 
We are referring to the movement of commodities over the inland 
Waterways system of the Great Lakes, This is an appontoné time 
to discuss this matter since during the summer of 1959 the St. 
Lawrence Seaway system was officially opened to permit the move- 
ment of commodities from the Atlantic up to the Lakehead ports 
of Port Arthur and Fort William, 

In order to increase their rates on package freight, the lake 
carriers must obtain the approval of the Board of Transport 
©ommissioners but in the case of these lake carriers a strange 


and startling procedure, in comparison to that governing the 
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movement by rail, has been followed by the Board. As mentioned 
above, the railway companies are required by law to come forward 
and show cause as to why the existing rates on rail freight move- 
ments should be increased, The water transportation companies 
have been permitted in each and every case to raise their rates to 
maintain a so-called differential level between water rates and 
rail rates, id the level so resulting has been permitted without 
any requirement on the part of these water carriers to show cause 
for the increases, 

The best illustration of the inequity of such a procedure can be 
seen with reference to the most recent general eee rate increase | 
application by the railways in 1958. In that case, without making | 
an appearance before the Board of Transport aS PL setae the 
water carriers by the simple medium of sending a telegram to the 
Board were permitted to raise their rates to maintain the differen- 
tial level between water rates and railrates. The particularly 
shocking aspect of this Se is that the railway application in 

that case was based solely upon increased cost to the railways 
resulting from a wage award to railway employees. Asa result 

of these increased wage costs to the railway, the procedure adopted 
by the Board of Transport Commissioners, resulted in the lake 
carriers being granted permission to increase their rates by an 


identical amount. (See 77 CRC 113 at page 138) 
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Shippers in Western Canada realize that they cannot expect to 
have all of the competitive features with respect to the movement 
of goods by water that presently exist in the Provinces of Ontario 
and Quebec, It is of concern to the Government of the Province 

of Manitoba to see that one aspect of Manitoba's geographical 
location which might be of advantage to us is being minimized 

by the present practice of the Board of Transport Commissioners. 
This matter was not discussed before the Turgeon Commission 

in 1949 but it was raised before the Board of Transport Commissioners 
by the Canadian Manufacturers Association during the Equalization 
hearings in 1954. (See 72 CRC 1 at page 34) 

' The Association objects to the making of water-rail rates by 
differentials below the all-rail rates, and submitted that the 
Board should investigate the cost of moving traffic via water - 
rail routes, and especially all-water routes, with a view to 
establishment of rates based on the characteristics of water - 
borne traffic, rather than relating such traffic to all-rail 
rates," 

Subsequently shippers in Manitoba requested a specific hearing 
before the Board of Transport Commissioners. This hearing 
was held in February 1958 (48 J.O.R.R. page 492) and the Board 
refused to change the procedure in the setting of these rates and 
stated at page 500: 

' No recommendation was made by any interested party to 
the Royal Commission (Turgeon), nor by the Royal 
Commission, with regard to differential rates, and it is 
a reasonable assumption that all the parties expected 
that the differential rates would be made by deducting 


the usual differentials off the all-rail rates, which was 
done, with some minor changes,"' 
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It is this unfounded assumption on the part of the Board that has 
prompted the Province of Manitoba to place the problem. before 
this Commission so that the inequity of the present procedure 
can be fully considered and recommendations made for the 
alleviation of such inequity. It is apparent from the above 
quoted dicta of the Board of Transport Commissioners that 

that body is looking for direction from such a Commission as 
the present,.one, 


Manitoba Position 


It is the belief of the Province of Manitoba that under the present 


policy of differential pricing of water services that the Manitoba 
and Prairie shipper is being denied the full benefits of this low 
cost means of transportation for which he is so advantageously 
located geographically. We submit that in the case of water 
transportation, the lake carriers be required to price the move- 
ment of commodities in accordance with the cost factors of water 
transportation. 

At the time of the construction of the St. Lawrence Seaway it was 
economic development and that the beneficial effects ofthis great 
inland waterway would not be limited to a particular region of 
Canada but would make available to the great heartland of Canada 
the benefits of ocean and lake transportation, It is our respect- 


ful submission that unless a clear legislative directive be given 
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to the Board of'Transport Commissioners with respect to the 
present differential method of rate making, national policy 
applicable to the carriage of goods by water will be frustrated 
with harmful effects to the economy of the Prairie region and 
of Manitoba in particular. 
History of Present Differential Pricing 

l7l, The detailed evidence submitted by the Province of Manitoba on © 
this matter appears in the evidence of Mr. Stechishin at pages 


15710 et sequa, Volume 92, The witness discusses at page 


15713 the historical background and development of the differen- 


tial pricing basis. As explained the basis for the construction 


of the all-rail rates consisted of three factors: 


1 the cost of moving by water to the Lakehead 
as the rail rate beyond to destination 
| 3. the premium or differential which was added to 


the sum of the other two. 
The significant element here is that the level of rail rates was 
governed by the level of water rates and that successive reduc- 
tions were made in the rail rates until a satisfactory traffic 
volume was achieved. 
172. During the first world war the demands of wartime commerce 
Jlallibut eliminated package freighters from the Great Lakes, 
The few remaining lakers whose rates were not yet,controlled 
responded tothe law’of,supply and demand and raised their 


rates in disregard of the differential which the railways used to 
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measure the difference in the value of the two services. On 
April 23, 1917, the railways filed new tariffs increasing the 
eastern factor in the through lake and rail rates by the same 
amount as the increase taken by the water carriers. The Board 
of Railway Commissioners suspended the proposed tariffs until 
an investigation had been made, The Board then permitted the 
increase effective September 1, 1917. This increase in the 
eastern factor resulted in an increase in the through East-West 
rate by the same amount taken by the water carriers, It is 
important to note that the rates were not increased by a per= 
centage of the existing rates but by a flat amount. The lessen- 
ing of the water competition increased only that portion of the 
rate subject to water competition and did in no way affect the 
Lakehead-West portion of the rate. It should follow, that if 

an increase in non-competitive rail rates were granted, only 
that portion of the through rate not subject to water competition 
should be increased, 

At page 15715, the following discussion between Counsel and the 
witness for Manitoba appears: 

OG), I wanted to have this clear: when this scheme of 
competing modes of transportation, water and rail, 
came into existence, the water carriers set arate 

level reflecting their costs characteristics, and the rail- 
ways lowered their rates until they got to a point where 


they were achieving a satisfactory traffic flow. 


A. Somewhat above that level, yes. 
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Q. Due to their cost characteristics, Then, in 1917 
the water carriers realizing they were in greater 
demand and there was less space available, increased 
their rates and the railways moved up under that umbrella 
but only raised their portion from the east to Fort William. 


A. That is correct. 


Q. What is the real significance of this historical 
Summary you have presented to the Commissions? 


A. The important thing to note here, is that the competi- 
tion on the eastern factor was very real, but the rate 
charged by the railway reflected the competition where 

it existed, that if competition lessened, the rail rate reflected 

this lessening and tended to return to normal, and finally that 
each portion of the through rate was treated separately to 
reflect the different transportation characteristics, 


Q. Therefore, what you are alleging, here, Mr, Stechishin, 
is that there was a time when there were, in fact, com- 
peting modes of transportation each reflecting their own 

characteristics and that as the situation changed the rate 

structure changed? 


A, That is correct, 

Q. And if it was a lake and rail competitive situation, then 
that portion of the rail rate which was subject to water 
competition reflected changes in the water competitive 

factor ? 

Avs 7oxThat,js cight, *' 

175. At page 15718: 

'"Q., So that a rate from Toronto to Winnipeg was made up 
of the rate from Toronto to Fort William by water, or 
the competitive rate, as a result of that rate plus the 

overland rail rate from Fort William to Winnipeg? 


A. That is right." 


176. At page 15722: 


"OQ, So that in a freely competitive situation when the water 
competitive factor became more compelling, Winnipeg 
benefited? 


A. That is right. 
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Q. And when the competitive factor was lessened Winnipeg 
took their losses? 


A. Relatively greater or lesser to the points west of us, 
depending on whether it was downwards or upwards," 


As indicated, the Transport Act of 1938 placed package freighters 
and their rates under the control of the Board of Transport 
Commissioners. With the second world war and price control, 
no rate increases were granted until the application of the Railway 
Association for a 30% increase in 1946. In the Order of this applica- 
tion and in all following Orders, including the 17% increase granted 
in 1958, The Board of Transport Commissioners has permitted the 
lake carriers to preserve the differential arbitrarily established 
50 years previously. Despite the fact that the Transport Act sub- 
jects the rates of the water carriers to the same rigid control 
requirements as rail rates under the Railway Act, the water 
carriers' need for an increase has never been tested in open court 
while the testing of railway increases has been exhaustive. 
At page 15725, Volume 92: 
Me What alternative policies were available to the Board 
of Transport Commissioners in the setting of these 
lake and rail rates? 


A. ... The Board of Transport Commissioners had four 
choices open to them. 


ly They could have determined the increase in cost 
of carriage by water and granted the water carriers 
an increase reflecting any increased cost, 


ae They could have determined the average increase 
in costs for all carriers under their jurisdiction, 
that is, rail and water and granted each carrier 
an increase based on this average increase in costs. 
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3. They could have determined the increase in rail 
costs and granted the water carriers the same 
percentage increase, 


4, They could have determined the increase in rail 
costs and permitted the water carriers to main- 
tain the former differential under the new all-rail 
rates thereby granting them an increase of the 
same number of cents per one hundred pounds," 


Boards Policy of Differential Pricing 


Commencing at page 15727, these four procedures are discussed in 
detail, The Board elected to follow the fourth procedure; namely, 
that the water carriers be permitted to maintain a differential under 
the rates charged by the rail carriers , and at page 15732 the follow- 
ing appears: 

n@! Mr. Stechishin, as I see it, under this fourth method, 
the rate that the water carriers are permitted to 
charge is in no way attached to the carriers! cost itself? 
None whatsoever. 


None whats oever ? 


It is designed to protect the increase in the rail rate. 


ae es 


And as a matter of fact in the illustration that you have 
just referred to, while the rail rates went up 150%, the 
resultant increase in water carriers' rates under this 
method resulted in an increase of 197%? 


A, That is correct, 


Q. So that, not only was the basis for the fixed rate in no 
way reflecting the actual cost of the carrier, but the 
resultant rate structure permitted the water carrier 

to get a much larger increase than did the rail carriers? 


Be That is correct, I should clarify that in this last 
illustration I follow the principle adopted by the Board 
right through, and this method, number 4, does not 
allow for the changes which resulted from equalization 
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of the class rate scale, although the principle was maintained 

all the way through, but some of the rates were affected by 

the class rate equalization. 
Under the historical development of lake and rail rates there was 
not a fixed differential, buta differential resulting from a traffic 
movement and the cost characteristics of the respective carriers. 
Under the present method of a fixed differential between lake and 
rail rates the result is that the actual percentage increases are 
greater for one carrier than for another, 
The first method would have been the most equitable since water 
rates would then be based on the water carriers' cost and require- 
ments and would not bear any arbitrary relationship to other modes 
of transportation. The fourth method is the most inequitable, since 
increases in water rates bear no relationship to increases in water 
carriers' costs and requirements, The Board has elected to follow 
the fourth method in all post-war rate increase applications, 
Instead of applying an independently determined percentage increase 
or limiting the water carriers to the same percentage increases 
granted to the railways, the Board of Transport Commissioners 
by using the differential method of determining water and rail rates 


not only gave the water carriers gratuitous increases but gave them 


increases in a greater percentage than to the railways who proved 


their need, 
At page 15734, in aealing with tables submitted in the Manitoba 


submission the witness comments on Table 10: 
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'" This table shows that an increase in the rail rate to Fort 
William from Eastern Canada has gone up by 117% (since 
1946), That is the rate that the shipper pays; the railways 
actually receive 145% because of the bridge subsidy, but 
the water rate to Fort William has gone up from $1.06 1/2 
to $3.97 (per 100 lbs.) or an increase of 274%. 


. Despite the fact that the railways testified that the water 
competition was equally pervasive in 1953, the Board of. 
Transport Commissioners in promulgating the equalized 
class rate scale, recognized this competition in a most 
peculiar manner, The rate from Toronto to Fort William 
is now 100% of the rate from Fort William to Moose Jaw and 
not 39% below as it was the day before the order was issued, 
This would suggest that the Board of Transport Commissioners 
had decided that competition no longer existed. However, the 
Board also ruled that groups A and B, which owed their exis- 
tence to water competition should remain intact but in an 
amended form. Thus in the one order, the Board of Transport 
Commissioners denied to Western shippers the primary bene- 
fit of competition in the form of lower rates, and preserved 
for all eastern shippers outside Toronto the benefit of competi- 
tion in the form of parity of rates, | 


Having apparently concluded that competition should no longer 
affect the rail factor to Fort William, at least from Toronto, 
the Board abolished the basis of using one factor to the Lakehead 
and another beyond, and substituted therefore, a single factor 
through rate based on the rail mileage from Toronto, This in 
itself is not subject to criticism if the purpose was to establish 
a ''ceiling" rate not reflecting competition. However, having 
established the ceiling, the Board of Transport Commissioners 

_then prescribed that the lake and rail rate should be determined 
by deducting differentials from this ceiling, Since certain 
Canadian National routes are determined by using the mileage 
via Armstrong, the lake and rail rate, perforce, is determined 
over an inland route," 


182. At page 15743, commenting on Table ll, the witness stated: 


' This table shows that if the same degree of competition were 
reintroduced into the rate structure as is claimed exists by 
the railways, the class 100 rate to Winnipeg would be reduced 
by 55¢, to Regina by 50¢ and to Edmonton by 40¢ per 100 lbs, 
Conversely, it follows that because this competition is not 
allowed not to manifest itself, Winnipeg is penalized 55¢, 
Regina 50¢ and Edmonton 40¢ per 100 lbs. 
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I might add here that just recently the Board of Transport 
Commissioners turned down an application of a water 


carrier who proposed a rate below that prescribed, and 
they were advised that they would not be granted a licence 
unless they filed a rate scale which was more consistent 
with that filed by the present water carrier, 


183, At page 15746, the witness is questioned by the Chairman as 


184, 


follows: 


'" Q. Have you tried to put a dollar mark on the savings 
to the shipper ? 


A. Well, I have used a 40% reduction. 

Chairman. But how many dollars? 

A.  Lunderstand there are about 600,000 tons moving into 
Winnipeg via lake and rail. Now how many tons more 
would move if you had a better rate structure, I can't 

begin to guess. We would have to know how much the reduc- 

tion was and how much that reduction would increase the 
traffic. 

Q. - Mr. Mauro In other words, Mr. Stechishin, this 
points up the situation that would result in a more 
realistic rate structure as pervasive throughout the 

west and not only at Winnipeg? 


A. Yes, 


Q. Then the real gainer in dollars and cents is the Calgary 
shipper ? 


A. Yes; the further inward you go the more benefit there 
would be. 


Support for Manitoba Position 

The position of the Province of Manitoba in this matter has been 
supported by various parties appearing before the Commission. We 
refer to the a eae ae of the South Western Ontario Chamber of 


Commerce commencing at page 7289, Volume 43: 
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' Water rates westbound to be established to better reflect cost 
of operating distance involved or eastbound water rates to be 
established on present westbound equalized principle, It 
seems quite logical to predict the economical advantages of 
the seaway for this region to be decidedly hindered if water 
rates continue to be related closely to rail rates. For the 
success of any venture large or small an incentive must be 
provided for its use. Full scale water economy is necessary 
then for the success of the seaway, permitting amortization 
of the large investment in this venture by our Federal 
Government, and providing the economies of transportation 
promised by its inception, While water rates from Windsor 
to the Lakehead are very slightly below those from Toronto: 
and Montreal, they do not.in our opinion, reflect the cost of 
operating distance." 


At page 7290: 


Because of the westbound water rates existing today, it is 
logical to believe that this form of'equalization' is not pro- 
viding the true water economy for this region on our ship- 
ments. .. We request that water rates be established west- 
bound to better reflect the cost of operating distance from 
ports in this area to the Lakehead, providing this region with 
the westbound water rate advantage greater than the small 
advantage presently existing. ' 


185. We also refer to the testimony of Mayor Norman Wilson of the City 
of Port Arthur at page 12400, Volume 70. 


"Water rates play an equally important role in the development 
pattern of this area. We therefore submit that your 
Commission give consideration to revision of the present 
policy of the Board of Transport Commissioners in 
permitting the lake carriers to raise their rates automati- 
cally to maintain a fixed differential below rail rates, It 
is our firm conviction that such a policy tends to minimize 
our geographic advantages and also denies to prairie shippers 
the inherent economies of water transportation. We support 
fully the submission of the Province of Manitoba on this 
matter. ... We further agree with the Province of Manitoba 
that if such amendment to the present legislation are made, 
they will have the effect of facilitating implementation of 
national economic policy for the development of this region 
and will establish the natural geographical advantages of the 
area," 


¢ 


taos tooeliest twatted of bedal! distas. ed of iniedtaaw agiet soiaw" 


ed of aoiat tstew bavodiase to beviovirt gonstaib gnileteqo Yo. 
“a ‘ehatbaa iq besUsups Savodiasw ieBetg no beraildatae 
jo asyelaByvos (6 oinnonoss at Jotbesq of Is aige! alup amsea 
etew Ut Sovebaid vibsbtoeb od oj nolgey aldd tot Yawaoa ont 
o%  setss Ihav'ot ylexolo beiaios ed oF eualiaoo Botst 
oor ovituweont as Usene 70 eg4e8! seniitev ye to eascoue 
an al ytronoos tajaw slsoe Lint pen" pik 0% bebivorq 
troms gatfiiarteg \yewssa ed} to 2895 ohia ofl qo1 nods 
19hs ba ayo vd owwitnev ahd at tnscrieevni og tel edt ito | oh 
qunes! to esicronood sf guiblyotg bas. dnomirievod) is 
¥ omoxt eater? tetsw ali .noliqgoat efi yd beatmomq 
ssolt woled ylingila yxev ots baadedat endf of 
set .noiniqo- wo, mix tou a re JsetiaoM baa 


emmaantn pemnaniaianenn tame a cman rece hat Mindat Teel {2 ogiRdaib. ynisst9go 


0esy egay tA 


agiet totew bruodtaew adi to sevaced " 
eitanae to ir Ho aiid ted) avetied of [esigol 
gids xol yoronoos TSisw ountt $d gittbiv 
ist totaw tet tagupes aW, atmo mt 


Oe ee a ee ahh een eaeeneeenedl 


10 10. 1409. ‘art to foe atte 1 oh ad é bruod 


ee er eh mea ee i 


err a ene Of #218 ales ri aF10 


ee ae Sm RR eR nT al Me NIN gan om rie ht 


vbe slat telaw bnvodiaaw. ani 


. render ee en ee ator Nt he NE MT NBC AS ED 


TS oaRe utnegs ig oysiaevhs 


 aealehsNieiiees aeieleldaaeaatndl nh be we bomae i 


* 


jorsM IO yremrit ao} sdf of toten oaks ow 
srruloV OOS! saaq to wulitA 0 To 


osttogm! ylaupe ite yalg ester totew" 

dua sxoisied! oW .soete aid? to oipiiag 
aivet of nolierebianos avig Aoteeimmold 

,inrot0D taogane rT to basok elt To yoilod: 
~iiamotes 2efet tisd? sates of ereivema estal silt gaittiarseg 
I sess List’: bala lstiisi9ttib bexit, 4 siainiant of yao 
intinia: c3 ebrret yotlog « dove dedi goitoivaos m ix*tht 10 af 


tie sien neat memaminea —— ee — peli 


dey 0? aoineb o8ls bas asyainevbs a oiiqe ty ey WO 


sateeieteemenndr atel Ot ee AY Ss 2th a eaaurs sadeaieeinetennieneenata 


1 agit tetevw a getirenoas mreitsdai oat” 
~” - - ‘— ¢ . < a en ee Ee Ow a ml SE EER cpa 
alc 3 10 Bt do:immiM to 950th YOrE™ “T or) to er sak ond ue, oct vila 


— es oe 


a . rs ae 
gtioltingm to ont i Onj aes mar 1 


ye ee ie aees FE ROE r8 nt et = hl 


: aliaideemdelieedinrelines 
obem 918 1olisisigss tn Saag | mite ry jimeiboais A Houe i. 
te | abilatsen sigan Gulieitleoet Fo Joong. an SVas SV ar 


 eeeneiememend: dante “eel OR. Ej EEN; tenants Pibeneenen, = egiiemeiien mimes ai ; omvalenemmdinin’ \dociemnsaetnalinaiy 
nolyos sti to inearqolsveh sat uot Xone Stnronel9 
~ ey nen - i ae ereoe-aae ‘ . —— Ser 
ent jo Bsgeinavbe is oiigatgooy sausan oar" 


etl i ll AL LLL LDA LAL LLL DL ALAA LOI 
Tiers @.. 
‘ y 


186. The evidence of Mr, A. Phillips representing the North Western 
Ontario Development Association supports this view at page 
12427, Volume 70. 


"It has been stated before the Commission that it is not the 
function of railway freight rates to offset geographical or 
other disadvantages of industries or areas. In practice 
it would appear that the opposite effect sought to offset the 
natural advantages of North Western Ontario's central 
position and proximity to the deep waterway. This region 
seeks only practical recognition of its natural advantages 


within the rate structure, | 


187, We refer to the testimony submitted on behalf of the Winnipeg 
Chamber of Commerce at Page 4571, Volume 31: 


''This Chamber believes that any movement of traffic by two 
different modes of transportation should bear rates reflect- 
ing the rate characteristics of each mode of transportation 
in proportion to its contribution to the total movement and 
no form or mode of transportation should be so regulated 
as to deny to the public the benefit of its inherent com- 
petitive advantages. We therefore, recommend to the 
Commission: that any national transportation policy and the 
regulations therein should be consistent with our free enter - 
prise system and to this extent each mode of transportation 
should be free to compete for any traffic that is available; 
it should be permitted to base its prices on its own natural 
advantages; its rates should be based on its own costs and 


requirements and not forced to bear any arbitrary relation- 


ship to other modes of transportation. 


The first inequity which comes to mind and on which this 
Chamber has made frequent and sustained representations 
is that of the water portion of the joint through rates from 
Eastern Canada, 


The St. Lawrence Seaway was undertaken and financed by 

the people of Canada in the expectation, that while there would 
be some substantial regional advantages, basically, benefits 
would accrue to the whole economy of the country. Try as 

we may, we have been unable to find any way in which this 
benefit can be passed on, or, in fact, any basic reason for 

the construction of the seaway itself, other than to lower 

the cost of transportation between the upper lake and the 
lower river ports. 
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Over the years, this Chamber has watched with grave 
concern the gradual elimination of the competition pro- 
vided by the low rates of water -born package freighters 
on the Great Lake - St, Lawrence system, From the 
original position as independent operators whose low 
rates forced reductions in all-rail rates, there has been 
a gradual transition to the present status in which, so 
far as rates are concerned, package freighters have 
become mere appendages to the railway system." 


188, At page 4574. Questioned by the Chairman, 


' Your views in this regard were presented more than once, 
I think to the Board of Transport Commissioners? 


The Witness - These have been presented to the Board, sir, 
The Board is bound by legislation, and in applying to it 
we suggest that the whole picture be considered by the 
Board as an administrative body, We suggested a look 
should be taken at the legislation, 


The Chairman - Your idea is there should be some recommenda- 
tion by this Commission in view of the judgment the Board had, 


The Witness - That's right, sir." 

189, We refer to the comments of Counsel for the Province of Alberta 
appearing at page 16164, Volume 95, where he was discussing this 
matter with the Manitoba witness: 

Mr, Frawley - ''I have no quarrel with anybody's desire to make 
competition to be reflected in the making of rates, but if 


that is all you are endeavouring to do, I certainly have no 
quarrel," 


Recommendation 
190. The Province of Manitoba, therefore, recommends: 

Ly That water carriers be required to apply and show cause for 
any proposed rate increases and that in such applications, the 
rates be established on the financial requirements of the water 
carriers without reference to the rates of other modes of 


transportation. 
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That the through rate on a shipment carried by more than one 
type of carrier should reflect the relative rate characteristics 
of each type of carrier to the extent that each has participated 
in that movement, 
As stated by the Premier of Manitoba during his testimony 
before this Commission in February, 1960, and as restated 
by the Province of Manitoba at page 15747, Volume 92: 
'' These recommendations will make possible the realiza- 
tion of national economic policy in regard to the move- 
ment of goods by water on the Great Lakes waterway 


system, particularly in its effect on the economy of 
Manitoba and that of the other prairie provinces," 
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CHAPTER 4 


DISCRIMINATION UNDER THE LONG AND SHORT HAUL CLAUSE 


' One of the matters which received very careful consideration in 
the Western Rates Case, and an underlying principle applying 
to tariffs, is the right of distributing points or manufacturing 
centres to the advantages of their geographical situation which 
should not be taken from them by any artificial or discrimina- 
tory rates."' (43) 

Transcontinental rates are competitive rates but unlike most other 
competitive rates, their application is limited from or to a large 
area in Eastern Canada and to or from the port areas surrounding 
the Pacific Coast ports, What historically began as a carrier 
competitive solution has now turned out to be a market and product 
competitive device. Rates on transportation of products from the 
eastern region to Vancouver and from Vancouver to Eastern Canada 
are now granted by the railways with the purpose of permitting those 
products to compete in the particular area. It is our submission 
that the denial of similar rates from intermediate points which would 


reflect the shorter haul has the effect of allowing the railways to 


determine which area will be permitted to compete in a certain 


} 


market, This situation is of particular importance at this time, 

when the economy of the Prairie Provinces and Manitoba in particular, 
is becoming more diversified with a marked increase in manufactur - 
ing capacity and potential. Materials must be brought into the area, 
processed and reshipped to the eastern or western markets. Rate 
relationships under the present policy are distorted and, we submit, 
should be adjusted if the various regions in Canada are to have an 


equal opportunity to develop. 
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192. During the hearings of the Commission in Winnipeg, Premier Roblin 
submitted tables comparing transcontinental rates on certain 
commodities from Winnipeg to Vancouver as compared to rates from 
points in Eastern Canada to Vancouver, and from Winnipeg to 
Toronto and Eastern points as compared to rates from Vancouver 
to Toronto and Eastern points. These schedules are reproduced 


here for ease of reference, 


COMPARISON OF MANITOBA RATES WITH TRANS -CONTINEN TAL RATES 


To Vancouver 


COMMODITY FROM RATE MINIMUM WEIGHT TARIFF 
$ per 100 lbs. Lbs. AUTHORITY 
Anti Freeze ex Winnipeg 3.34 30, 000 W1000-CFC9320 
ex Toronto 2,10 60, 000 A.C, 113 
Cement Pipe ex Winnipeg 2.45 40, 000 W1000-CFC2998C 
ex Port Union 1..26 70, 000 Ave = TT 
Cement Pipe ex Winnipeg 2.01 30, 000 W1000-CFC30125 
(Sewer) 
Paper and 
Paper Articles ex Winnipeg 7.44 AQ. W1000-CFC2958C 
ex Toronto 3. 33 50, 000 A.C. 440 
Furniture ex Winnipeg 4.09 14, 000 W1000-CFC16105 
ex Montreal 2.34 30, 000 A.C, 690 
Canned goods ex Winnipeg 1,95 60, 000 W 950 - 2710 
ex Toronto 1.80 60, 000 A.C. 87 
Wire Rope ex Winnipeg 3,34 30, 000 W1000-6455 
ex Toronto 1,40 100, 600 Pd ee FV 
Frozen Foods ex Winnipeg 4,09 24,000 W1000-CFC14470 
ex Toronto 3.50 34, 000 Gg OG 
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COMPARISON OF MANITOBA RATES. WITH TRANS-CONTINENTAL RATES 


To Eastern Canada, Toronto, except as noted. 


COMMODITY FROM RATE MINIMUM WEIGHT TARIFF 
$ per 100 lbs, lbs, * AUTHORITY 

Fish ex Winnipeg 4.09 24,000 4G-CFC 14405 

Ox 5, 2G 3.00 60, 000 A.C. 495 
(Frozen Fish ex Winnipeg 4.09 24, 000 4G-CFC 14405 
(Canned Fish ex B.C. 2.00 60,000 A.C, 59 
Wire Rope ex Winnipeg 3, 34 30,000 4G-CFC 6455 

ex B.C, 1. 40 100, 000 A.C, 264 
Tissue ex Winnipeg | 4,09 30, 000 CFC 29060 

ex BiG, to ; 

Crabtree 2.07 40,000 A.C. 379 
Canned Goods ex Winnipeg 2, 03 50, 000 1035 - 530 

ex B.C, 2.00 60, 000 A.C, 156 


193. Subsequently in the presentation of the more detailed submission in 
Ottawa, the witnesses on behalf of the Province of Manitoba presented 
a detailed statement concerning this matter of long and short haul 
discrimination and the inequity resulting therefrom. 

194, We refer to page 15666, Volume 92: 


"Sections 317 to 324 inclusive of the Railway Act carry the 
general heading of''Equality as to Tolls and Facilities, " 
Section 317, subsection (5), commonly referred to as the 
long and short haul clause reads as follows: 


'The Board shall not approve or allow any toll that for the like 
description of goods, or for passengers carried under sub- 
stantially similar circumstances and conditions in the same 
direction over the same line or route is greater for a shorter 
than for a longer distance, within such shorter distance is 
included, unless the Board is satisfied that, owing to the 
competition, it is expedient to allow such toll, ' " 
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Application of Long and Short Haul Section 


The railways as any well operated business must meet competition 
where it exists. If they should allow competition on some to unduly 
depress rates on other traffic where the competition is not as 
pervasive, they would be failing to protect the legitimate interests 
of their investors. In other words, if the railways due to competi- 
tion brought about by the existence of a Sealine! reduce the rate 
on the shipment of oil between Regina and Winnipeg they would not 
be acting in the best interests of their investors if they reduce the 
rate on another commodity such as bricks where the same com- 
petitive factors did not exist. The legislative provision quoted 
above was made by Parliament to protect these legitimate interests 
of the railway investors. 

The long and short haul clause provides briefly that rates to or 
from an intermediate point may not be greater than the rates to or 
from a more distant point unless the rates to or from the more 
distant point are reduced to meet competition. When two carriers 
follow closely parallel routes the competition is pervasive at all 
stations along the route and the long and short haul clause is not 
applicable, This statement is illustrated by Table 6 which appears 
in the Transcript at pages 15672 and 15673. 

On the other hand, when one carrier has a aitect route between two 
points and another carrier starting from the same point of origin 
has a longer, more devious route to the same destination, problems 


do occur, Assuming that both railways use the same mileage scale, 
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the first railway would have a lower rate to the final destination 
than the second because of the shorter mileage, The second 
railway will obtain no business to that point of dentinedion unless 
it ‘e willing to ignore its own mileage and reduce its rate to that 
of its competitor. However, an intermediate point on the second 
railway which does not have the same pervasive competitive 
situation, now finds that its rates are higher than on traffic which 
moves beyond, This situation is illustrated by Exhibit 153-H. 

We also refer the Commission to Table 7 appearing at pages 
15678 and 15679, Volume 92, Reference was made in this exhibit 
to the mileages from Vancouver to Edmonton or Calgary on the 
two lines of the Canadian Pacific and Canadian National Railways. 
The exhibit shows a variance in rates with Calgary which is 900 
miles on the Canadian National ora aacou ee taking a 630 mile 
rate, while Hubalta 7 miles ere to Vancouver takes its actual 
mileage of 967 miles. The table and the exhibit were submitted to 
illustrate the variation between actual mileage and rate making 
mileage due to competitive factors, The Railway Act specifically 
permits this anomaly because of the competitive forces that result 
in the lower ae to the more distant point, which forces do not 
exist with respect to the intermediate ede Where different 
modes of transportation exist, each being restricted to its parti- 
cular field of operation, for example water carriers as opposed to 
rail or truck carriers, situations where the exceptions to the long 


and short haul clause may be justified will occur more frequently 
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and to a greater degree, These exceptions to the long and short 
haul clause are particularly prevalent in the Canadian freight 
rate structure in transcontinental rates, 

199. These rates were based originally on inter-coastal competition 
via the Panama Canal. This competition is reflected in the rail 
rates to Pacific Coast ports by United States transcontinental 
railroads, The low rates on the American railroads have had a 
depressing effect on Canadian transcontinental rail rates, Unless 
the Canadian railways lower their rates to the same level as that 
existing in the United States, the Canadian shipper would ship his 
goods into the United States taking advantage of the lower United 
States rates, and then move the commodities back into Canada. 
While the actual movement of commodities from Montreal to 
Vancouver via the Panama Canal may be negligible, the effect of 
the very real competitive situation in the United States brought 
about by the existence of the Panama Canal and the resulting 
reduction in United States transcontinental rail rates compels 
Canadian railways to reduce their rates if they wish to participate 
in the traffic, 

200. There is another factor which has become more important in the 
past few years, and certainly more important since the considera- 
tion of this matter by the Turgeon Royal Commission in 1949, and 
that is the growing importance of foreign competition at coast ports, 
The increment in the ocean rate from, for example, Europe to 


Vancouver as compared with the ocean rate from Europe to Montreal 
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is only a small fraction of the normal Montreal-Vancouver rate 
by rail, The Canadian railways, therefore, must also meet this 
potential,and in many cases actual,competition by water trans - 
portation, 

The railways have not been required by law nor have they felt 
compelled by equity to grant a rate to an intermediate point com- 
parable to the transcontinental rate because in their opinion the 
Same pervasive forces do not exist for instituting the lower rates 
to the intermediate point, 

Shippers have never reconciled themselves to the apparent dis- 
crimination of being assessed higher rates on their traffic while 
at the same time watching identical traffic go by their very door, 
travelling as much as an additional one thousand miles, at sub- 
stantially ee rates, The Turgeon Commission attempted to 
reconcile this complex problem by the institution of what has 
become known as the ''One and One-Third Rule''". The effect of 
the subsequent legislative amendments have been largely negated 
by the introduction of agreed charges which are not subject to the 
One and One-Third Rule, 

The Problem Defined 

The Province of Manitoba takes the position that what is necessary 


is a policy which reflects both the interests of shippers at these 


intermediate points with emphasis on the protection of their 


opportunity to compete in a particular market while at the same 


time permitting the railways to meet existing and potential 
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competition without serious impairment of revenues. Any policy 


that aims at equity must reflect both of these real and important 
interests, 

It is difficult, if not impossible, to clearly and specifically define 
what is a competitive rate, We have the situation where a com- 
petitive rate is introduced not to meet a carrier competitive situa- 
tion but to meet a market competitive situation. For example, a 
rate may be granted to an eastern manufacturer in order to enable 
him to meet foreign product competition in the Vancouver market, 

A competitive rate might also be published by one carrier to 

assist the shippers located on that carrier's line to compete more 
effectively in a common market served by other railways or other 
carriers, Illustrative of this last situation would be the "hold-downs" 
as exceptions to the horizontal increases in the United States, 
Another device would be where a single rate is applied to several 
shippers on a single railway which would enable each of the shippers — 
to compete equally in a given na rket although the mileage as between 
shippers may vary. An example of this latter situation is the so- 
called ''A and B' rate groups in Eastern Canada, It is interesting 

to note in this connection that the rates from the A and B groups to 
Western Canada are not published as competitive rates although they 
clearly have been maintained as a competitive device, 

Another situation might be termed product competitive where the 


shipper is able to substitute one article for another. The railways 


a: P 


" ¥ ee ee 
yaliog- até  .aounigye tie ae syolige juoditw noisMegmos 
‘7 : 
inaiiogesl bie jess seat 16 sitod fosliot rani yiiups 7 eiite a4 i 
ior: 


+ f ae ae te Toe Te vi 5 ; ates ota 


snitleb vis 2fiosgs bas ynasio od++.eldtencgimt- ton M tipoiiih. wi tf 
fil 


bs 


moo a susiw goteutia end sved eW. cabrio ich * as: 


¢ i 
a c 


-~gpite ovititoqrhoo'4sities Ateem of toh Gednbornl al Sia ovitit 


7 


, -_ 

gigniaxs 100 ,qottgette eviliveqmoo tsaiect 6 fein ot tad ai! 
‘ . - e” a he bs si ~ 

sidans ot tebto ci tetutseiyaet nietass pe ot hetiteth ed vanr oe : 


dyer c<aviragonay. atid of mots MILES toi ‘bog taal Lk jesm: of 4 fecktt 
“td 
o} Yeitiss Sno yd Bedetkivg od Gale ‘ekgibtis ‘ote swiiteqar03 J A 


stom sisqmeo 6? sath ages Janno petadol arr oft teiaee 
: Gu 4 


wie te avewlies temo wd boviga- savant. nomaes & ml tievitostts v. 
a é Va ys 


’ ot 


: aoe! 
“sewob-bldéd" sit sd bluow gottediia taal ein} to svnatiewh> (ateities ©) 


rt 
.agigd? betinU ent at esdestout Istaosfied 9) of aneligeoxe aa) | 
. la 


7% 
: . aah > | 

is19%v 53 oO) De Leh (Ss 8. 9786" olgnie 5 steodw ad blyow’ soivel ~erllog A of 
* A i 7 7 
tedgitia ori to dose gitisne bliow Holdw yewited aeartike 2 © ereqgida — 
4 a 


‘¢ 


é un 
nmeewied Be syssiim of). sguodiiaiedt an -aevin 4 mi at osnegmos: a5 
‘ : - ( ice 
. oii 


~o8 grit ab nolisutia taitet etal to slanrsxs HA syieV won ateqqides 
: ae 


ve 


guijeowtal ai fl .sbene? susiaat ct aquory sts i: bas. AM bell 


: 


or eqvotm. a bas A srt ntoxk bajat geld eds soni: DOD Bie), Mh 
ved! dyvorntio seis: evitttogated as heteaiidug tom ste sbar et ristas Ww 

sciveh svit one aah 3 36 beriainienm reed avs 
eri stactw Svitivogeios toubeIwg bamite? $0 iduinn noite . 


ayewiies sil .sentome 10? slotiae eno siittedva of ate 


208. 


97 


in this situation might be required to reduce the rate on a parti- 
cular commodity in order to encourage shipments into the region 
where the other product is available locally. This matter was 
discussed during the presentation of the Brief on behalf of the 
British Columbia Red Cedar Shingle group who are faced by the 
competition from asphalt shingles as a substitute product in the 
Central Canadian market. 

Traffic To and From Intermediate Points Must Be Distinguished 
The Province of Manitoba emphasizes the fact that in the considera- 
tion of any solution to this matter, clear distinction must be made 
between traffic to an intermediate point and traffic from an inter ~ 
mediate point. As long as the rate to an intermediate point is 
reasonable of itself, that is, the rate to the intermediate point is 
not unreasonable or unfair under the present provisions of the 
Railway Act and the lower rate to the more distant point is neces- 
sary and compensatory, it is difficult to see how the receiver at 
the intermediate point is injured by the lower rate to the more 
distant point, It is our submission that the shipper at the inter- 
mediate point is helped by the exception to the long and short haul 
clause since the contribution to net revenue made by the lower rate 
to the more distant point reduces the overhead costs that would 
otherwise have to be borne by the traffic at the intermediate point 
if the longer haul traffic were lost to the carrier, This situation 


is illustrated at pages 15697 to 15700 inclusive in Volume 92, 
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At page 15702 the following appears: 


"Mr, Mauro - Q. You have described the impact where traffic 


moves to the intermediate points. What are 
the impacts where the traffic moves from 
an intermediate point? 


Mr. Stechishin - On the other hand, where the traffic moves 
from an intermediate point the same factors 
produce sharply contrasting results, "' 


At page 15704: 


"Under the situation where traffic moves to intermediate points 


where competition is not compelling, reduction in the inter- 
mediate rates has the most adverse effect on rail revenues, 
while a reduction in the longer haul has the most beneficial 
effects. Under the situation where traffic moves from inter- 
mediate points the exact opposite is true. The railways stand 
to gain most by reducing the rate from the intermediate point 
and gain least by reducing the rate for the longer haul, 


This situation prevails despite the fact that competition may 
exist only between Toronto and Vancouver and not between 
Winnipeg and Vancouver, 


The long and short haul clause makes no distinction between 
traffic to intermediate points and traffic from intermediate 
points, “It is our submission that the railway should, wherever 
possible, meet competition in such a manner as to minimize 


their losses and that this can be best achieved by allowing the 
various competing industries to enter a common existing or 


potential market on an equitable basis. Competitive rates, in 
the railways' best interests should not be merely confined to 
between the points where the competition operates but rather 
to the common market or markets from the various producing 
points," 


The witness for the Province of Manitoba was cross-examined on 
this subject by Counsel for the Canadian Pacific Railway. The 
questions and answers point up the inequity and the weakness in the 


present railway pricing policies, At page 16284: 


: sagan swat ois tote 


: 5 agement tates ‘2, ee 
olfiet)-etenw 9 pais edt heditogeb wih voy ee ae 
at iW .eirtod. Sjai hs pertedril gat ot asyeri ee 4) ts ait 


* abvors ope “Bib B4 cw afosqme ot, a 


: nc atte t ont evarw , bug vento prlt ad - aidettowt® 
2) Somaa eit iuog SiSin 2471 total iB. 34 . oe Puy 
ane f Pee Segara a | re 
’ " ailoaes gates Gags viquase souborg, 


org offte xt stady:: cotfautl La’ ont ‘anaart 


. tly mi molt hart ortihecannod fon at aghitageros oredw ae 
4 . »» Liss Gosdeits catevbe taent ott pat delat saelbert — 
i siohieusd taogr odd Wed Ine yopmod age al noltauber s olidw 


iisit cistiw setiantia ett total. .srootts 

vut ol sitreqqe t9exs off siaieg statbem 

Oth voter eet! gaioubey Ved teont ning of 

vot ste ent gutoubst x tase intag” bas ial 

et ont sitqagh eleven fnalésutie aidT ; 
oons¥ bas dhoaoT nes wted vine faixe - 
tovmooanY bay pogtant | 


et geno Lp taode bane, parod odT 
be) v4 18 atnioy bigibomietai of 2iTtett 
bey" tds sd it (202 & sicndus TIO. BL VE a ainiog | 
“@ Hoge i i HOLS £209 igor y sides 71 


heaping F Schein “Kae K 


Fe 8 oe Th act {iG eZ at teas CEs : BSAEO. ' 


Taihg, ot wetadenime git: teqigo3 gortay 1 ee 
tape aidetiups ] "hs AO FIO Ri hante Sixt spool a 
” Bo) ole | ates rai ate a yaee” ‘nyaw list . ie 


te! sate 79 teatime nocsesto ettt as’ ay 


da eselcgs, i 


y sacoohwusM 0 oottivowd art? sot sees f 


9s neatoane 2 oud xo latest xd 1995 
rl ea ke ave: 

ii bus ythupeni ont eis soe: ana 2a | >a. a 
prt 


Ai syeq tA. ane goiciag te li -o us 


"Q. Now, Mr, Stechishin, I want to take you back to the 
place where the rate is fixed by carrier competition, 
and I suggest to you that if your proposal became effec - 

tive the railways would then in all likelihood have to have 
another direction saying that internal market competition is 
to be recognized by carriers in fixing rates? ... 


A. When a competitive rate is published from a more dis- 
tant point, the intermediate points, in our case Manitoba, 
should be given a rate reflecting a shorter haul to the same 

destination, that is a rate reflecting its geographic location, 


Q. And the only justification for that would be market 
competition? 


A. The primary justification for it, in our estimation, is 
that it would maximize the railways' net revenue, which 
seems to be a major problem before this Commission. 


Q. ... Are you suggesting that it should be a fundamental 
principle of railway freight rate structure that the railways 
have no obligation to shippers; that their only obligation 

is to maximize the net revenue in every case? Is that the posi- 

tion of Manitoba? 


A. Not solely. It is a combination of both, I'm not suggest- 
ing that you give this intermediate rate to only Manitoba, 
I say once the competitive situation arises it then has 

to be extended to all intermediate points, and by so doing you 

maximize your net revenues, and you benefit the shippers, 


Commissioner Gobeil: Mr. Stechishin, I am not clear on this 
two dollar business that Mr. Sinclair 
brought up. There would be two 

dollars from Montreal into.Vancouver on account of competi- 

tion, but you say if Winnipeg got the same rate the railways 
would make more money - that is, if they got the same rate 
from Winnipeg to Vancouver ? 


A. Absolutely. They are moving the goods half a distance, 
and they are getting the same money. They would 
certainly make more net profit than they would on a 

movement from Montreal to Vancouver. 


Chairman: Is there traffic there to move? 


A. If the traffic moves. 
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Mr, Chairman: I can't understand why it should be Montreal 
instead of Winnipeg? 


Mr, Mauro: Neither can we, 
Mr, Sinclair: Let me put it this way, Mr. Stechishin, 
your sole concern in this proposal is to 


help the railway increase their net revenue? 


It is not my sole concern, I said there was a dual 


A. 
interest here - that of the shipper and that of the 
ets pth apa 

Q. Do you think the railways by not applying these rates 


from intermediate points are not acting in their best 
interests? 


A, That is my position, yes." 
Gross Revenue Versus Net Revenue 
Counsel for the Canadian Pacific and the witness for the Province 
of Manitoba discussed the statement made by the Province of 
Manitoba that all too often in actual practice the railways' primary 
concern is with gross revenues as opposed to net revenues, Counsel 
for the Canadian Pacific took extreme exception to this and suggested 
that it was without foundation, 
We refer to the statements of Mr. N. R. Crump, President of the 
Canadian Pacific Railway, speaking before the annual meeting of 
the Delta Nu Alpha Transportation Fraternity in Pittsburgh, 
Pennsylvania on October 31, 1959. 

"Consequently railway management has been less successful 
than the managers of other businesses in delegating res- 
ponsibility for net earnings to the heads of departments and 
in measuring success by performance in terms of net, This 
has become a serious disability now that transportation is 
highly competitive and the opportunities to cover the losses 


in one service by large profits in another are rapidly dis- 
appearing, "' 
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We would also refer to the statement by Dr, O, M. Solandt, 
Vice President, Canadian National Railways, to the Trade and 


Industry Council at Winnipeg on September 26, 1960: 


'! 


Those who made railway freight rates then tended to con-_ 


centrate on gross revenue and consequently, they were 
inclined to charge high rates to traffic that they knew would 
move in spite of high rates and to charge very low rates 

in order to encourage the development of marginal in- 


dustries, In the early days of railway monopoly, the rail- 
way ratemaker really played god in the economic sphere. 


He could, with a simple twist of the tariff, determine the 
location of industries and decide which resources would 
be developed and which would be left untouched." 
While Counsel for the Canadian Pacific Railway is apparently 
unaware of this serious problem in railroad pricing policies, the 
President of the Canadian Pacific Railway and a Vice-President 
of the Canadian National Railway are fully aware of the situation. 
and corroborate the statements of the Province of Manitoba that 
in these matters of long standing competitive pricing policies we 
must take a closer look at those rate-making decisions that would 
result in maximizing rail net revenues, We refer to the cross- 
examination of Mr. Stechishin conducted by Counsel for the 
Canadian Pacific Railway commencing at page 16300, Volume 96: 
'"Q. Iam asking you how the revenues of the railway would 
be enhanced by reflecting fictitious competition on the 
movement from Swift Current to Winnipeg? 
A, I do not think the railways' revenues are ever enhanced 
by reflecting fictitious competition, Mr, Sinclair. I 
am speaking of real competition, Il am assuming that 
the competition does exist. 


Commissioner Mann - Or that it might be potential? 


A, Well, that would be a form of competition, I think 
potential competition is real," 
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Counsel for the Canadian Pacific then dealt with Exhibit 153, 


Appendix 2 of the Manitoba submission which contained a number 


of examples of commodities moving at rates from Toronto to 


Vancouver lower than rates on similar commodities moving from 


Winnipeg to Vancouver. At page 16301: 


Mr. Sinclair: Well, these are the goods that he 


(Stechishin) would think would be of 
advantage to the railways' net revenue, 


if his principle was adopted, ... 


Mr, Stechishin: Well, I think I will have to ask the rail- 


ways why they reduced that rate on paper 
we referred to yesterday from $7, 44 to 


$1.85, unless they felt it would enhance their revenue 


position, 

Mr, Sinclair: It is not my purpose here to answer 
questions, it is my purpose to assist the 
Commission by asking questions, 

Mr, Mauro: Mr, Stechishin is also trying to assist the 
Commission.) 2% 

Mr, Sinclair: I will tell you, Mr, Stechishin, just so 


that you won't be at all disturbed it was 
a competitive situation that had existed 


and had nothing to do with the market competition at 
Vancouver, 


Mr, Stechishin: Well, I am rather amazed that a Winnipeg 


Vancouver market, 


Q. 


A, 


Q. 


man could compete at the rate of $7, 44 
against an Eastern man at $3, 33 in the 


I said it was a competitive situation that did exist. 


That you chose not to reflect in the rate structure until 
March of this year. 


That may have been when the railways felt that they had 
established the need to enhance their revenues by the 
rate adjustment that was involved... "' 
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This last statement illustrates the attitude of counsel for the 
Canadian Pacific Railway in approaching this very serious problem, 
It does not agree with the statements made by Mr, C, Edsforth, 
Vice-President, on this matter of internal market competition, 
which we refer to subsequently. 

Discussion of Manitoba Proposal 

As to the suggestion that the Manitoba proposal would require 
numerous additional tariff publications, the witness, at page 16305 
stated: 


"Mr, Sinclair: I am talking of Winnipeg, not the rest of 
Manitoba, 


Mr, Stechishin: Mr, Sinclair, we are talking here about a 
principle, It does not matter whether it 
would be Winnipeg, Portage la Prairie or 

anywhere else in Western Canada, I use this as an illustra- 

tion of principle, 


Q. In respect of whether goods move or not, you want to 
have the railways directed to publish rates not with- 
standing the fact that they may not move from Winnipeg 

but may move from somewhere else in Western Canada? 


A. I am asking that a certain principle be accepted and 
these rates be available to the shipper, I am not ask- 
ing them to publish numerous rates, but I want a shipper 
to have a guarantee, a shipper who is thinking of open- 
ing up there - to have a guarantee that that rate will be 

available to him when he opens up business. " 

It should be abundantly clear to the Commission that the position 
of the Province of Manitoba on this matter is not a parochial one, 
There is no suggestion in our recommendation that these rates 


reflecting the geographic advantage of intermediate points in ship- 


ments from those points to a given market should be restricted to 
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Winnipeg or the Province of Manitoba, It is our position that 
rates from Regina to Vancouver should be lower than rates from 
Winnipeg to Vancouver. Similarly, rates from Calgary to 
Vancouver should be lower than rates from Regina to Vancouver, 
and moving in an Easterly direction one would expect that rates 
from Regina to Toronto should be lower than rates from Calgary 
to Toronto, and that rates from Winnipeg to Toronto should be 
lower than rates from Regina to Toronto, 
This matter was touched upon by Commissioner Platt in his ex- 
amination of Dr, I], Harries where he used the example of a plant 
in Hamilton shipping into the Edmonton market and a plant starting 
up in Calgary making the same articles and also selling into the 
Edmonton market. In his rebuttal testimony Mr, Edsforth was 
examined on this matter by Counsel for the Canadian Pacific at 
page 18140, Volume 109. 
pEe Fs alae 118 say the movement from Calgary to Edmonton 
was a carrier truck, the movement from Calgary to 
Edmonton was by truck and the movement from 
Hamilton to Edmonton was by rail, what about that situation? 
A, That would be a case where perhaps two producers were 
supplying the same article in Edmonton, perhaps both 
shipping originally by rail and the Calgary producer 
got a much lower rate by motor truck and the rails did not 
get any of the traffic from Calgary, In that case I think the 
railways would and should put in an agreed charge or com- 


petitive rate or whatever is needed on a basis sufficient to 
maintain the competitive position of the Hamilton producer. 


This is the identical situation which the Manitoba proposal contem- 


plates, In our proposal, you have two manufacturers, one in Toronto 
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and one in Winnipeg, both shipping into the Vancouver market and 
as in Mr, Edsforth's statement both were shipping originally by 
rail, Competition by another carrier manifests itself affecting 
the Toronto to Vancouver movement, and the railways introduce 
arate to maintain the movement from Toronto, Applying the 
clear statement of principle advanced by Mr, Edsforth, we submit 
that the railway ''would and should put in an agreed charge or 
competitive rate or whatever is needed on a basis sufficient to 
maintain the competitive position of the other producer," 

222, With reference to Manitoba's position that in introducing these 
rates from an intermediate point, relative rate relationships 
should be maintained, we would ae the Commission's attention 
to Mr, Edsforth's examination by Commissioner Mann appearing 
at page 19622 in Volume 118: 


OO, You do this to maintain the differential in dollars and 
cents between the two producers? 


A, Yes that might be one way. I do not say that it is 
exactly the way. 


Q. That would be the goal that you would have in mind? 
A. Yes," 

223, Our position in this matter is further iietrated by the discussion 
between Commissioner Platt and Mr, Edsforth appearing at page 
19636, Volume 118, where Commissioner Platt points up an example 
where a manufacturer in Calgary supplies his own trucks and 


decides to ship his commodities into the Edmonton market. He asks: 
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"Q. Does that make any difference to the rail rates from 
Hamilton to Edmonton? 


A. It might well, Mr. Commissioner Platt, yes; that 
is to say if you were handling your own goods from 
Calgary to Edmonton which perhaps had not formerly 
been moving by the rail, yes, I think that could be a reason 
for us making an adjustment in the rate from Hamilton, It 
would not necessarily follow, but it would give us a reason 
for doing it, 
Mr, Frawley: And what would you call that? 


A, That is meeting carrier competition, Carrier com- 
petition is private carriage," 


The question here is, if in addition to the railway carrying commodi- 
ties from Hamilton to Edmonton, they were also carrying similar 
commodities from Winnipeg to Edmonton, would a similar rate 
reflecting Winnipeg's geographic location be granted the Winnipeg 
shipper ? In the above illustration it would follow that the railways 
should grant a Winnipeg manufacturer the same rate basis as that 
gehrted to the Hamilton manufacturer. The same principle can be 
applied in the situation where a Winnipeg manufacturer ships from 
Winnipeg to Vancouver as compared to the Toronto manufacturer 
shipping from Toronto to Vancouver, 

In light of the foregoing testimony, the opposition of the Canadian 
Pacific Railway to the Manitoba proposal is difficult to understand, 
The apparent objection that the Canadian Pacific Railway has to the 
Manitoba proposal is that competition has not manifested itself 
from Winnipeg to Vancouver to the same degree or in the same 
form as it has manifested itself from Toronto to Vancouver, Yet 


in the illustration so aptly chosen by Commissioner Platt there is 


- 


5) 


Teel a. (6 7) 
sagt) asig'l gn gf? of son To! on Vels pene badly deel: 2" : 
ras Ee . a 
‘ Toto mb od netiten sh i] 
¥ Dia Y: ' a 
ue | sent casy Qietl senoleetcunio)), «a tow aight, a, ie ea) ia pe 
* etodh abooe mvo —tuoy- oitibGsn Otay Poy, ti YRe “of et yh an , 
ie vitanr10! t6r bad egadseq: HoNiw cuenls norabal gt vise 2 Sy %) ae 
| (Me he? £ Oty bs Bs IS trict} vt E 4 i ~aay tis 4 cyl? ya galvoms Heed ; 
#3 wtiiarel aortetes antint jtemtenths nis -gatdeen au “0? ‘in - 
nae i at wk - 
1orees 2 av evi bitiow ti fsd Avola yl ae ee9s Suit ton binow — 
| ab gatob ae 


ae 
4 


ian 


sietgo pabtaon: at iad 


f sgairiss Stevinq et mottiteg ae an 

4 a i 
a) er ep t'W J os 
by ony redo Vieswiies 983.0) aonhtOae ai if Bk ote aoltasep ox PS 
hee sJirnke yi gto osle Siew. vet ,dbimombG af notitinna et mtorr 7 

bi k ay 


x ste Salimie e blvow, giothumbhs of ene rao asitibomnos 
i 


i : é " - ; ae ” 7 
ine. vodineiW elt beiaats od notteoo! ofaqaayoeg elyeqiand 9 guisoeRe: ri 

f ' < b. . : is 5 : ne : i 

ae ! i | oa) 
fae BV, ord edt wollet blnow i solfettentis evedé eit nl Sasagid 


fe . vr pn 3) 
at be “ eta ey i < ~~ opt ae of » oppo Lore Ve ‘T yaghrit W Ss inetg bivorta. ih 


Ae = ~ Bet ae Ps wd ‘ oo 4 , be Me 
j ie) 
. of 


(oa 
shit araee sa'T ; sath ‘T notlimell aed? at boineag " 


a 


F ; 
ovt-eaine. taxutostinaen gopluucitW s arenw oom aute: ait fil potiaas 4 
}9'THIDS ton OFHOIOT gil! OF DSIsgoIO9 AR TeV eee 8 - seainalW 


TSVUODHBY OF oinono mon gala” 


atbana) on) to coisieongo ent anette soloyenet otiy te ced tt 1 48 


ei) of aud vweelltall oftioet agibere? sar dai gon lostde 
tiseti botestinen: ton esl nobiiteqaon jany ai faxago’ wa 


ootes ot of 36 saigeh sities Sah co ravsioouaY a yaqin 
= | “ss $3 
io¥Y ,sevuoonsV of, ofionoT rom teat Bosaehinioen aart 2, 


nt eusiff JiniS asgolaeimrroO yo Meegs de sa os notis 


226, 


no competitive situation from Hamilton to Edmonton, The com- 
petitive situation exists from Calgary to Edmonton and following 
the logic of Mr, Sinclair's position, we could understand that 

the railways might put in a competitive rate from Calgary to 
Edmonton. The introduction of a competitive rate from Hamilton 
to Edmonton can be on no other basis than to permit one manu- 
facturer (Hamilton) to compete in a given market (Edmonton) 
with a manufacturer in another area (Calgary). In this example 
competition only exists between Calgary and Edmonton yet a rate 
is introduced to permit the Hamilton manufacturer to deal in the 
Edmonton market, We submit that this is identical to the proposal 
of the Province of Manitoba, Where competition exists only from 
Toronto into the Vancouver market, the same pervasive forces 


affect the Winnipeg shipper into the Vancouver market. Therefore 


a rate should be introduced from Winnipeg to Vancouver or from 


any intermediate point into the same market that would permit all 
manufacturers to trade into that market, 

Support of Manitoba Proposal 

We refer the Commission to the testimony of Mr, A, Hart, Vice- 
President, Canadian National Railways, who takes an opposite 
position to that adopted by Mr. Sinclair, Counsel for the Canadian 
Pacific,and more in line with that of Mr. Edsforth, Vice-President, 


Traffic, Canadian Pacific. 
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At page 19803, Volume 120, Manitoba's recommendations in regard 
to the long and short haul clause were discussed with Mr, Hart: 


"Ay Just at the moment, Mr, Mauro, we are examining 
very carefully this proposal and I'll say frankly, to 
me, it appears a reasonable one, I say that against 

the background, I believe it is our job to maximize the net 
(revenue) of our railway. And if your proposition does this, 
as it appears on the surface to me so to do, we would be 
generally in favor of the theory put forward, if not perhaps 
in exactly the same words, 


Q. You and I can agree that the basis of the Manitoba 
proposal was that in addition to being more equitable, 
in our opinion, it did tend to maximize net revenue? 


A. Yes, that is what you said, and this is what we are 
examining, "| 


In addition to these statements by experienced traffic officers of 
both railways, the problem was also discussed with Dr, Ernest 
Williams, a recognized authority in the field of transportation 
economics. At page 17187, Volume 103: 


A It seems to me, though, that from the point of view of 
economics, it is a rule that could appropriately be 
extended to the kind of case you just mentioned (market 

competitive), because if you do not use it, then, what you 
are saying in effect is that to permit the carrier to meet 
the competition from one point but not from others, having, 
as I think your condition stated, competitive producers of 
the same commodity or commodities attempting to reach 
the same market, and one indeed closer than the other, to 
whom the competitive rate was extended,that we have here 
a good economic argument for saying that if we desire to 
avoid affecting simply out of what might be called somewhat 
arbitrary treatment of the rates by the carrier the res- 
pective opportunities for those two producing centers to 
develop, then we must apply that kind of rule, 


Q. I would expect that the governing principle is, as you 
have suggested, at 17008 where my Learned Friend 
Mr. Cumming said - ''And I suppose the propriety of 

it would be measured by the extent to which the railway could 

maximize its net revenue position?'' Would that be your 

opinion ? 
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A, Yes, in this somewhat broadened context as compared 
with the earlier exchange would mean to me to maxi- 
mize the revenue, the entire traffic from all sources 

that would meet the external competition in the coastal 

market, '' 


229, The present policy regarding long and short haul discrimination 


230. 


from intermediate points is clearly inequitable, 


Recommendations 


The Province of Manitoba recommends: 


1, 


That the railways should not be permitted to select the centers 
which will be allowed to compete in a given market, 


When a competitive rate is published from a more distant 


- point, the intermediate point, should be given a rate reflect~ 


ing its shorter haul to the same destination, that is, a rate 
reflecting its geographic location. 

Normal relations between shipping points to a given market 
should be generally maintained. In other words, the rate 
from Winnipeg to Vancouver should be lower than the rate 


from ‘Toronto to Vancouver on the same commodity and 


similarly the rate from Winnipeg to Toronto should be lower 


than the rate from Vancouver to Toronto on a given commodity. 
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CHAPTER 5 
INTER-LINE RATES 


Rail rates, in the absence of competitive influences, normally 
reflect mileages either between their respective stations or 
between the key points, There are, however, some exceptions, 
The exceptions occur when the traffic must move of necessity 
partly over the lines of one railway and partly over the lines of 
another, | In these circumstances, the rate charged is not based 
on the total mileage but on the sum of the rates to and from the 
inter -change point. A token deduction is made from the sum of 
these rates but it is too small in proportion to the added cost to 

be of any solace to the shipper. 

Under the Class 100 scale, a shipment in Western Canada moving 
50 miles over the lines of one railway to a junction point and then 
50 miles over the lines of another railway to destination would be 
rated at the sum of the two 50 mile hauls less the token deduction 
referred to, If, on the other hand, the shipment moved 100 miles 
over the lines of a single railway, the rate would be considerably 
less, It is also important to note that this extra charge for inter - 
change is not assessed when two railways can combine to reach a 
point served by a direct line of a third railway. 

This subject was dealt with in detail in the Province of Manitoba's 
submission in Ottawa and is found at pages 15627 et sequa, Volume 
91. The Province of Manitoba submitted Exhibit 153-F to illustrate 
the situation where various railways having different mileages have 
a common point of destination. The exhibit dealt with a shipper in 


Hamilton with destination in the City of Winnipeg. The exhibit 
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points up that there are 14l different all-rail routes open to the 
Hamilton shipper, No matter which one of these routes the shipper 
elected and no matter how many inter ~changes were required to 
move the commodity from one railway to another, the rate at 
Winnipeg would be identical for every one of the 141 different routes 


available. 


The Situation In Western Canada 


Mr, Stechishin explained some of the background to the present 
Situation commencing at page 15633: 

'' While Canada at one time did have a number of major railways 
competing for traffic, all but the Canadian Pacific Railway 
have been combined into one system, presumably for efficiency 
and to reduce operating costs, Since the Canadian National 
System was formed in 1923, rate and routing arrangements 
which were in force between the components of that railway 
and the Canadian Pacific gradually have become more restricted, 
particularly in Western Canada. The Government of Manitoba 
has no desire to see any railway short haul itself, but it feels 
that this problem of inter-line routing is largely a matter to be 
settled between the railways themselves and should in no way 
be reflected as an additional cost in individual rates, "' 

The consolidation of lines which was designed to reduce relative operat- 
ing costs has not led, however, to lower rates but has resulted, in 

fact, in increases in certain instances, All rates in Western Canada 
with a few exceptions are based on through mileage over the line of 

one railway if that railway serves both origin and destination. Where 
the origin and destination are on different railways, the through rate 

is constructed by adding the local rates to and from an officially 


recognized inter~-change point, An officially recognized interchange 


point and a junction point are not necessarily the same, The witness, 
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on behalf of the Province of Manitoba, submitted Table 5 at 
page 15636, Volume 91, comprising a list of competitive stations 
in Western Canada, This table lists all junction points in Western 
Canada and indicates which are official interchanges. 
236. Although in Western Canada there are 138 common junction 
points, only 42 are designated as official interchanges between the 
two railways. It is important in this caudecton to note that the 
fact that both railways reach a point or even serve a common junc- 
tion point does not give the shipper the right to construct his com- 
bination rate on that junction point unless the railways choose to 
designate that point as an official interchange. In the case of 
Western Canada, therefore, although the tariffs indicate 138 common 
junction points to both railways, the shipper can only construct his 
combination rates over the 42 official interchanges recognized and 
listed by the railways as official interchange points. When the rail~- 
ways fail to provide an official interchange at a point where a physical 
interchange is possible the shipper is compelled to compute his 
mileage over some other point which has been so designated. In many 
cases this involves additional mileage with resultant higher rates to 
the shipper in question, 
Comparison Between Eastern and Western Canada 
237. At page 15650, Volume 92: 
Piers You paee described the situation with regards to inter-line 


rates in Western Canada, What is the situation in Eastern 
Canada? 
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A, ... Within Eastern Canada a different situation exists, 
When the Canadian National System was formed, shippers 
had been able to resist efforts of the railways to restrict 

routing in such a way that would have resulted in higher rates. 

When the class rate equalization order was issued in 1955, the 

railways regarded this as an opportunity to remove those joint 

routes and rates which they had inherited within Eastern 

Canada at the time of the amalgamation, However, shipper 

reaction was such that within a very short time the Canadian 

railways published a tariff in which the calculation of through 
rates from stations on one railway to stations on the other 
railway was restored to the basis of the through mileage, and 
not on the sum of local rates, This tariff is only applicable 
between specified stations in Eastern Canada, The railways 
have been requested to publish a similar tariff in Western 

Canada,. This they have consistently refused to do," 


238, We refer to the submission of the Maritime Lumber Bureau at page 
337, Volume 3: 


' Another problem facing some of our members in the Province 
of Nova Scotia is the absence of through rates, on lumber from 
stations on the Dominion Atlantic Railway to markets in Eastern 
Canada, The additional freight handicap for those who are 
shipping from these D.A.R,. points to Montreal as compared to 
shippers located equidistant from Montreal on the C.N.R, is 
evident from Table ''D' hereto annexed, It is submitted this is 
a matter that requires correction by the publication of joint 
through rates," 


239, The submission of the New Brunswick Potato Shippers Association, 
appearing at page 461, Volume 4 states: 


' To note an existing unfair charge in rail transportation 

according to the local freight charges, reference is here 

made to the fact that there is not in existence ''a through 

rate'’ between the two railway systems, This means that 

in cases where a shipper cannot ship his potatoes to their 
destination on one railway system, he must, in addition to 

the local established rate, pay a charge to the necessary 
dovetailing railway company for this connecting service, 

It is strongly urged that such a ''through rate'' be established, " 


240, The New Brunswick Seed Growers Co-operative Limited, at page 475, 


Volume 4, states: 


144 


' We have thus been forced to develop our Maritime market 
for seed grain, In our efforts to develop this market it has 
become apparent to us that the prevailing freight rate 
structure on the movement of seed grain within the 
Maritimes is not favorable when two or more railways are 
involved in the haul from origin to destination, 


As previously mentioned, our plant is situated at Hartland, 
New Brunswick, Hartland is a point served exclusively by 
the Canadian Pacific Railway. The closest connection with 
the Canadian National Railway is at Woodstock, N.B., a 
rail distance of 13 miles from Hartland, Since the pre- 
ponderance of our rail shipments are made to points in 
New Brunswick and Nova Scotia not served by Canadian 
Pacific Railway, we are forced to use either two or three 
railway lines in order to reach our customers, In other 
words, a shipment of seed grain to an account in Sydney, 
Nova Scotia, travels only 13 miles on Canadian Pacific lines 
to Woodstock, N.B., where it is given to Canadian National 
for the haul of 541 miles over the lines of that railway to 
destination, 


... Because of the way in which the rates for these multiple 
line hauls are constructed, this situation has adverse effects 
on our organization, The total rates on shipments made from 
Hartland to points on Canadian National and Dominion Atlantic 
Railways is made up of the sum of local rates of each partici- 
pating railway, except that each railway deducts l¢ per 100 
lbs. in recognition of the fact that its haul is only part of the 
total haul, 


We submit that the reduction of only l¢ from the local rate of 
each participating railway is an entirely inadequate recogni- 
tion of the fact that each such railway performs only a part 
of what is essentially a through movement, 


It is our respectful submission that the rate over more than 


one railway should be made as if the shipment moved over only 


eT Conn COREE OP eh he GE a eee CETL at EATS MAGEE TT TEREST, | ORSON Ma cE Pa ONES ieee eee 
one line for the distance involved," 


241, The Manitoba proposal was also supported by the Hudson Bay Route 


Association, 
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The Principle Underlying Manitoba Proposal 
The Province of Manitoba submits that a shipper should not be 
compelled to pay for more transportation service than he requires 
for the movement of his commodities, Where the railways move 
traffic over a mileage other than the shortest rail mileage between 
origin and destination, this decision is dictated by railway con- 
venience and is in no way required by the shipper. Any excess 
mileage so resulting should not be reflected in the 2 charged 
to the particular shipper, This matter was discussed with 
Mr, Edsforth at page 19567, Volume 118, where the problem of 
the Heatburg shipper, who is intermediate to Edmonton and Calgary, 
was set forth. We pointed up the fact that the Canadian National 
Railway, in attempting to hold Calgary business from Vancouver, 
quotes a rate to Calgary based on the Canadian Pacific Railway | 
mileage although the movement of the commodities is from Vancouver 
via Edmonton to Calgary. We suggested that similarly the Heatburg 
shipper, who is situated intermediate between Calgary and Edmonton, 
should obtain the benefit of the short line mileage, namely the 
Canadian Pacific Railway mileage from Vancouver to Calgary, even 
though the commodities might move via Edmonton, The purpose of 
this discussion was to discount the first allegation of the Canadian 
Pacific Railway that the Manitoba proposal would compel a railway 
to short haul itself, 
"Q. The Canadian National Railway takes this traffic from 
Vancouver to Edmonton and Edmonton to Calgary, while 
giving the shorter 350 mile run, in order that it will not 


short haul itself and in order that it receives or maximizes its 
revenue ? 
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A. That is right, 


Q. If the rate from Vancouver to Heatburg were based on 
the shortline mileage via Calgary, there is still no 
reason why the Canadian National Railway should short 

haul itself since Heatburg is intermediate to Calgary on the 

Canadian National? 


A, That is right, It does not have to short haul itself, 
but it does under your proposal have to apply a lower 

rate that is attributable to the mileage that moves the 

traffic, . 


Q. The shipper in Heatburg does not require any more 
railway service, Mr, Edsforth, than that represented 
by the mileage from Vancouver to Calgary, plus the 

mileage from Calgary to Heatburg, That is all the trans- 

portation service he requires, He can get his commodities 
by the Canadian National Railways taking it the way it is now, 
taking the material to Calgary via Edmonton; the present 
method of the Canadian National is via Edmonton and from 

Edmonton to Calgary. The Heatburg shipper never requires 

any additional transportation service? 


A, Additional transportation service? From whom, may 
I ask? 
Q. From ... take the Canadian National, since he is 


intermediate, to Calgary on Canadian National? 


A, What you say is he does not require any more trans- 
portation service to Heatburg than the fellow going to 
Calgary. 

Q. - Yes. 


A. That is so. That of course, is so. Quite right,"' 
To point up the basic principle of equity wince underlies the Manitoba 
proposal, we discussed with the witness at page 16571, the relation- 
ship of the shipper from Pine Falls to Edmonton as compared to the 
shipper from Vancouver to Heatburg, In the case of the Pine Falls 
shipper there is no other means of rail transportation except via 


Canadian National, This is not the case, however, with the Heatburg 
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shipper who has available the Canadian Pacific Railway short line 


mileage -- Vancouver to Calgary and then via Canadian National 
Railway to Heatburg. 


"Q@. And you have referred to this situation, and you suggest 
the result would be inequitable in the view point of the 
Pine Falls shipper who does not have this opportunity; 
who is only on one railway? 


A. That is right. 


Q. I suggest to you that the Manitoba proposal, rather than 
creating an inequity on the Pine Falls shipper, would 
remove a present inequity against the Heatburg receiver, 

In other words, what 1 am suggesting is that the Heatburg 

receiver requires only 760 miles of rail service, He is 

presently being charged for 874 miles of rail, or 114 unneces- 

sary miles, In the case of the Pine Falls shipper, he pays only 

for the minimum number of miles required to move his commodity 
from Edmonton, The situation is in no way, with respect, com- 
parable, 


A, I do not agree with that at all because the actual movement 
of the traffic Vancouver to Heatburg and from F.ne Falls 
to Edmonton over the lines of the Canadian National is 

approximately the same, So the rates should be the same. Now, 

the mere fact that it could be worked out some route via Calgary 
to give Heatburg a lower basis does not in my mind make it -- 


Q, I maintain you do not have to work out any route, The 
present routing is in existence and is being utilized, 
and I suggest you are denying nothing in giving -- in 
adding on this additional mileage that is a result of the need of 
the shipper in Heatburg, or are you denying anything to the 
Pine Falls shipper, because he is being charged exactly his 
minimum mileage to Edmonton? 


A. The man is being charged for the distance over which 
his traffic moves, 


Q. That is the Pine Falls man? 
Yes, the Pine Falls man. 


Q. And he could not have it any other way, because there is 
no other route? 
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A, That is my point, 

Q. That is not the case in Heatburg? 

A. Yes, there is only one way that traffic can move 
Canadian National, and that is via Edmonton or whatever 
junction they used, 

| Q. And even though it moved on to Calgary at a 650 mile scale, 

it is justified, in your consideration, and they should charge 
the Heatburg shipper who is intermediate to Calgary the 

894 miles? 

A. Well, Mr. Mauro, yes, that is so, because I feel this 
very strongly, as I say in my evidence, that if it is from 
a point of one railway on its own line then the rates 

should be made on the basis of the mileage over which the 

traffic moves." 

244, The difference between the position of the Province of Manitoba and 
that of the Canadian Pacific Railway is that the Canadian Pacific takes 
the stand that the shipper should be charged with every mile that the 
commodity might move as a result of the railway's choice of moving 
that traffic, The Province of Manitoba suggests that equity demands 
that the shipper should be charged only with the mileage that is re- 
quired to move his particular commodity, 

245, The Canadian National Railways in the evidence submitted by the 
Vice-President, Mr. A. Hart at page 19801, Volume 120, stated that 
this matter would be examined to ensure more equitable treatment 
between Eastern and Western Canada, 

ya Perhaps we can at least agree, Mr. Hart, that the 
Canadian National Railways would certainly support 


any scheme, the object of which was to bring about 
equality of treatment? 


} 
} 


tp urdeees of onas ont ton bb tot 


+ La 
5 wig Ye of 
by + . Be: Thi 
} ' 
a ‘ 
, BLDOES 
| 
‘ agi rf J 
to 2 
ig 
‘ 
. 
, J 
' 
Ope 
‘ 
} 
by 
— 
=- Pd 
4 
‘ ’ vis’ 


Wiel: DAS) OR) POL | Loe 


™ a me Be. » + 
SIOSvita Bs SIS Ae. A. 


tieg WH el dat 


4 


" i] 


ob Mjdieh] £xnibengs. : 
Heal TInt weriSnpet 


i 
; t ve, nf se ay ry i, 
7 T. 
J TL y PLAS ey 
of + 4 | 
pi t 2 
~ — 


- 4 
«ff fl 
‘ irs 
To 
0 
+ 
i 
a a 
he. 
‘| % 
« 
st | 


Jnr gaw hme ¢ 


ga. Sesh iy vi 6) Fes 


Synuon ta toy “obs 


7 


246, 


247, 


119 


A. As between Eastern and Western Canada, that is a 
generalization, but I think I would agree with the 
generalization, yes,"' 

Our recommendation is not an attempt to preclude the use of station 
groups or key points, The railways should continue to be allowed, 

in fact, they should be encouraged to name one central point in an 
economic area as the rate basing point and apply that rate to surround- 
ing stations disregarding minor differences in mileage. If this 
recommendation is implemented it would have the affect of firstly, 
giving equality of treatment between Eastern and Western Canada and 
secondly, equality of treatment between those stations which are 
located on the lines of a single railway and those stations which have 
had the good fortune to be located on the lines of two or more railways. 
Recommendation 

The Province of Manitoba recommends: 

Where freight rates are based on mileage they should be based 
between all stations in Canada on the shortest through mileage 


regardless of whether or not it is necessary in the course of move- 


ment to transfer the goods from one railway to another, 
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PART THREE 
CHAPTER 6 
BURDENS IMPOSED BY LAW OR PUBLIC POLICY 


Clause (b) of the Terms of Reference: 

' The obligations and limitations imposed upon railways by law 
for reasons of public policy and what can and should be done 
to ensure a more equitable distribution of any burden which 
may be found to result therefrom, "' 

We would refer to the evidence of Premier Roblin at page 4242, 
Volume 29: 

"It is our considered opinion that 'burden" in the context of 
your terms of reference and "burden" in the context of 
national economic policy is the total burden carried by the 
shippers situated in the various regions of this country."' 

It is submitted that the burden that this Commission should consider 
is the total cost to the shipper in Manitoba or elsewhere in Canada 
on all commodities, We suggest that it is not valid to look simply 
at one aspect of the shipper's freight bill such as the cost to the 
farmer in Manitoba of moving grain to export points. We believe 
that the over-all freight bill must be considered, and, in our 
illustration, this should include not only the cost to the Manitoba 
shipper of forwarding his commodities to market but also the costs 
of bringing in his supplies, equipment and foodstuffs, It is the 
totality of transportation costs which must be taken into considera- 
tion in order to determine whether or not a shipper is carrying a 


disproportionate share of the over-all burden related to railway 


freight traffic. 
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In accordance with our interpretation of Clause (b) of the terms of 
reference, we are confining ourselves to a consideration of those 
items which are, in fact, most burdensome to the freight shipper. 
At. the commencement of this Commission's hearings in September, 
1959, the Province of Manitoba contended that term (b) of the terms 
of reference is intended to permit a broad examination of the 
various burdens that exist in the freight rate structure, It was 

the position of the Province of Manitoba that this Commission was 
in no way restricted to examining one alleged burden, namely the 
burden resulting from ene movement of grain to export positions, 
Early in the hearings the Province of Manitoba urged that a com- 
plete study be made of the freight rate structure in order to deter- 
mine any burdens resulting from the operation of law or public 
policy with a view to alleviating such burdens, The Commission 
decided against this, but did request the railways to submit the 
costs of operating passenger train services. 

It is important to review some of the background to this matter of 
inequities and burdens and the position that Manitoba has taken from 
the opening hearings of the Commission, We would refer to the 
transcript of the Preliminary Organizational meeting held on 
September 17 and 18, 1959 and particularly the statements appear - 
ing at pages 38 to 43 inclusive. A request was made for additional 
information and the Chairman directed that a conference be held 
between counsel for the interested parties to determine what informa- 


tion was required and whether or not the railways would be willing 
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to provide this information, The railways categorically refused, 
The following day those who had participated in that conference 
appeared before the Commission at which time a motion was made, 
We would refer the Commission to page 116 of the Organizational 
Meeting: 

' The ef Riera Did you take a part in this conference? 


Mr. Mauro: Yes, I did Mr. Chairman, and I want to 
reiterate my feeling of concern over.a 
change in the atmosphere that might enter 

into this Commission's hearings from yesterday. I want to 

underscore what I said yesterday, Mr, Chairman and 

Commissioners, on behalf of the Province of Manitoba, that 

we do approach this Commission's hearings, to repeat the 

words of the Chairman, with a feeling of co-operation, and 
with an intent that the results of this Commission will bene- 
fit the whole of Canada and not one particular section, We 
have done some little work in the Province of Manitoba in the 
preparation, but we felt it would be completely impossible to 
constructively assist this Commission without fairly detailed 
information as to this question of burden and the national 
economic policy." 


253, At page 117: 


"Now this question of inequities is very real, and this 
Commission, in seeking to ferret out whether there are 
inequities, must also submit to the Governor -in-Council 
its conclusions as to vhether there are inequities, and what 
might be done to alle. ate the burden on the shipper, This 
cannot be done with a :ook at a limited sphere of freight 
movement, namely, that of the statutory grain rates, Right 
now, Sir, in Winnipeg, Edmonton and Saskatoon there is a 
hearing before the Board of Transport Commissioners con- 
cerning the cancellation of a Canadian Pacific Railway passen-~ 
ger service, trains 41 and 42. In the newspaper reports ,.. 
of these hearings it appears that witnesses for the Canadian 
Pacific Railway have testified under oath that the reason they 
want to abandon this particular passenger line is that it has 
been losing $500, 000 a year since dieselization and $750, 000 
a year prior to dieselization. This, I suggest, is a fairly 
large amount of money when extended over a period of time, 
and this is only one segment of a fairly vast passenger service. 


We suggest that this Commission will be very interested in 
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determining the burden of passenger services on the freight 
shipper." 


Further, at page 118: 


"Mr, Chairman, I want to make that clear, that I was under 
no misapprehension that this Commission was acceding to 
the submission of Mr, Sinclair as to the limits of its in- 
vestigative powers, WhatIam suggesting, Mr. Chairman, 
-- and perhaps I may be forgiven for this thought -- is 
that perhaps the Commission was not aware of what was 
needed from a procedural standpoint in order to facilitate 
the work of the Provinces in preparing our case, I am only 
presenting this evidence for what it is worth to support our 
contention that there are other fields that might require in- 
vestigation; that if we are to determine burdens then we must 
look at the whole freight rate structure... 


If there is some method by which we can safe-guard the secrets 
of the Canadian Pacific Railway against their competitors, then 
we will certainly agree to them, but we submit we will be 
hamstrung in our work before this Commission without that 
necessary information," 
On December 4, 1959 the interested parties again urged that the neces- 
sary information be provided, Reference was made to the statements 
of the Province of Manitoba at the Organizational Meeting, and at 
page 1236, Volume 10: 
"The Acting Chairman: Well what you say is that the plural is 
used here instead of the singular; it is 
"inequities", rather than "inequity", 
That is your argument? 
Mr. Mauro: Yes sir," 
We stated that the Province of Manitoba had done preliminary work 
in this regard and that it was essential that the spirit which should 
govern the hearings of this Commission should be a spirit of co- 
operation and assistance. We submitted that the time had come for 


a serious re-appraisal of the transportation problems of this country 


and that if the Provinces representing the shippers concerned joined 
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hands with the railways in a co-operative re-appraisal some long 


term solution might be found, 


Subsequently we had a discussion with Counsel for the railways 


concerning the data we had requested, On the second day of those 


hearings the Provinces of Alberta and Manitoba moved that the 


Commission direct the railways to provide us with the necessary 


information, 


At page 1238, Volume 10, a resume of our actions in this regard 


appears: 


It 


... Mr. Frawley and I went to Washington to consult the 
gentlemen we hoped to retain to advise us in this matter, 

and they endorsed completely the fact that we must have 
additional information if we are to assist this Commission 

in its deliberations which it is undertaking. As Mr, Frawley 
said, we subsequently wrote to Mr. Sinclair requesting this 
information, and we received back a letter saying, in general, 


that the best thing we could do would be to drop a postcard to 


the Board of Transport Commissioners, I suggest, Mr, 
Chairman, so far as the Government of Manitoba is concerned, 
it stopped sending postcards to the Board of Transport 
Commissioners last November when we appeared before the 
Governor-in-Council, because the inequities in the freight 

rates structure had become so intolerable to various regions 

of this country -- the Maritimes, particularly and Western 
Canada -- when we appeared before the Governor ~-in-Council 
appealing the decision of the Board of Transport Commissioners 
in the 17% case. I suggest that as a result of that appeal this 
Commission was empowered, and the Terms of Reference make 
it very clear that this Commission was directed to investigate 
all of the inequities that might exist in the Canadian freight rates 
structure, and to consider them in the context of the national 
economic policy, and the role that transportation might play in 
the furtherance of that national economic policy." 


It is important to clarify this matter of branch line and passenger 


services and burdens generally in the terms of reference, because the 


Canadian Pacific Railway has taken the position before this Commission 


tra. 
aU 


. I 4% 
stigs=a avi iegg- ao. s. sa ment ot igh 


}. 
wi ie bean a Y bfaion wl oe 0 
,) 2 nid) ay 
y . in 
‘ yvewlies off! wt leae® ieee. sola ia & i ow eine up 


a 
1%, iyi 


; . ig "oobe ont nl abaya. sips stipe ‘dee Co att 3 git ax 


of 
“a it Seer ig, ecole ve bigagirad ine te annntvent 4m iy 
: ¥ bs i : bai 
. v j nine 
a } 1, SLY vay VES Ses he Meee toetip. nok 
ihe) eer 
" " . od * f 
Ys > ; i Tf rf a a ss & Ae 3 stetpio Vv see : 
‘ v 
ea , ; PERS el TED avy aT. Layee a wero i Deccan J mt. ee ¢ ‘ae 
YSrn phere eae ee ae ered hes +h axzor! ow its ore ltiog © 
F ant 
: Bin Siw at hom? wy) vat alandos baa sobre earth Dia 
Inia) Bilt talgae ay ate Sw nettanttotat daqol heel 
A SA SH alee ee gk sisi BLS ge fodiish asl ttl. oa 
: ) Li Bl Oral * INT ay rw tlittsapasdy® aw beet. eh 


Vee Nagel BS Age bevisie? ew hee  qolis ur TOLL ‘a 
Aijow ob ‘blues aw acide ined: pris sods t | 

Learned ey BaP pope Ye ‘OT aha et te bisod ‘art. i 2 
Kah) bosn wyol) ait we et we Den tt! berth 
A | . as Tite Dak larly SU LRG Butoneed beqgots Ihy wv 
hi eho ate SoS 86 heathy yeroevelt tek aeeelbelmune De 
aoe PE Carat as a eejpoead shang Des Le TOMIBVOD. 4 

ot oftiesplotal o¢ ées60ad bal ak her 93% 830 8% 


bape Nd «ee 
O14 Lea, Te a a 


oF if? 7 a7 } } Thy fe St ie 
whe. cn waeal Yo Dewok ad? to moity 
i ¢ . Tee) tS ier +a 1? Te.gnedeH Jd 
a ; F yon rh ot ites. ban ewoor 

at ; J Sg @ Yee ft ee 

We Bt ts tt he SS dias OR TMAS UGton eat Rot 
* é Hi to Sar Wiss vobiaxoo o 
y a ‘ : j Se ik mL)  Jastiy ie 1 off has 
can ou . 


sups'us To 4 ofdisen aint “ii 1B) 2, ot 
an 
dane arm ’tat arr ru Vibes Lore 
: ‘4 re 
SAL FIL wae pany Aaah 
aH “1 I 


260. 


261. 


125 


that the only burden that exists in the Canadian rate structure is 
that represented by the statutory rates on export grain. We realize 
that the Canadian Pacific Railway is not the author of the terms of 
reference, and that the Commission will not accept their statement 
as to this interpretation. The terms of reference are clear and 
unambiguous, This Commission is not only authorized, but is 
directed by the Governor -in-Council to look into all burdens in the 
Canadian freight rate structure -- those burdens imposed by law 
and public policy -- and to recommend methods that will result 
in the alleviation of these burdens, 
Passenger, Commuter and Branch Line Services 
Due to the fact that the Province of Manitoba was refused any detailed 
information touching upon other areas which we suggested were sus - 
pect, we were restricted in this field to a consideration of matters 
relating to passenger services, commuter services and branch Lines, 
The Province of Manitoba's statements concerning this problem were 
submitted by Premier Roblin at the Commission's hearings in 
Winnipeg, At page 4243, Volume 29, the following appears: 
"TI want to refer, first, to passenger and related services, 
In their joint submission to this Commission with respect 
to the grain traffic moving under statutory and related rates, 
the railways have pointed out that the grain traffic in 1958 
represented 32.7% of the total ton miles of intra-Canadian 
traffic and only 10.5% of the total freight revenue. Accord- 
ing to our calculations with respect to passenger services, 
in the case of the Canadian Pacific Railway based on the 
1958 Annual Report, while passenger train miles represented 


36.7% of total train miles, passenger revenue represented only 
11.9% of total rail revenue. According to the 1958 Annual Report 


Mh , ay } : We ve M ue wy 
a" e 


| \) Pie 

ay OPaies hea Met nad dons aah 
ae 

Pi OF B22 R49 io Meets no. aates yadhagteta ont ¥ a) inoewaeee 


4 3 4 ’ > Mr a 
Tortioe St dt at pew ee SIT De 4 naht end! 
ag : , , a 1 Pbaiee ee ot biors i , ‘ 4 h ‘a 
| . | 3 ) r igdeoe tan Liew aolealnarocd 6a? del bas 


| . . * oye 
fh ; “ae soreraied Io norred etri -oibaty vq hla on 


fe ; | { : Mo 


| 
is be | ‘ 
| . fad towel ua yi Dae el beeen? a aici tat 


| ' ‘ j ye cee ee it wd ‘* are ty ini an? ey Sag a eter “iwi \ 23 uaibe ea 
| mitt 


: bolisiah vis Dae Mm Baw sotinaM to oie Bat daly Son at oF out 


UGlaSsb ale ew Mootw Saath ernie Abe Baie UO aren} ‘ ern 


i N ; ca) caste * 
if 
j i ree at 
é Jat » "Sys ot 
ri ie gt We f pat Ly i i e093 b 
‘ t ' 
] : me eS . ¢ ‘<i oe 
: t f b pa (uF at ; ~ 
Vee PF ee iit 4 ‘ ¢ a (vis 
y 
7 - a Df ‘aare © . oT nyEE y é- Sc iv.” 
} ’ > . 4 - 
fi é Le « A mn - a’? \ > se 
oe ' ‘Ae ' 
Me oe Hous wen, teal a ons Laheh ear to a - O 
: j : a) pA 4 ; pho ‘ ‘ 
ae | ; = ; ill ite (Gs) Sear Por ea .0 "atte PHF 
.°9 (J@Uis seen oOo J otpee yt. Asiw tusolhtedi sie ae 
y are ; ed VEWosh) Sriog na Piaeciaatal my wae 
BB INO A900) (SS Iegnsaass * 47 Jt6q 
A + a * as + »4 
vlan Jusao “uve SOesReeg ide sic stent 
Gantt « fm, i A ine “ee ie é 
Jogo! fhrampA lek odt 0] enthaeodh | < sinned Lies ie 
*. - 
' A ,¥ 
f : y een Ve 
A yet, 
Ban, 
j , 5 : ‘ y 
‘ a ’ " 


vrs ’ | een i 


i : ah 
4 i ; s, Pr aN he 
ae a a Ve roe Wie 


262, 


263, 


126 


of the Canadian National Railways, while passenger train 
miles represented 36.7% of total train miles, passenger 
revenues represented only 7. 2% of total rail revenue. We 
suggest that, if as the railways allege, the statutory and 
related rates on grain are imposing an intolerable burden 
on both the shippers and the railways, then the passenger 
services are creating an equally intolerable burden on the 
freight shippers and the railways. 


The next item that we would draw the Commission's attention 
to as creating a burden on the freight shipper and the railways 
is that of commuter services, There can be no doubt as to the 
facts which indicate that these commuter services do result 
in substantial losses to the Canadian railways, The recent 
cases before the Board of Transport Commissioners con- 
cerning commutation fares substantially prove that the 
present rates are not even within reach of returning bare 
out-of-pocket costs to the railways. We would also point 

out in the case of commuter services, that while the losses 
are of a particular regional nature since the services are 
concentrated in Eastern Canada, the effect is to impose a 
burden on the "captive freight traffic", the major portion of 
which is in the Atlantic provinces and in Western Canada," 


In regard to the problem of branch lines, the Premier in his evi- 
dence, commencing at page 4244, stated: 


' There can be very little doubt that as a result of many opera- 
tions maintained at present on branch lines, the railways are 
obliged to offer and to maintain services at less than their 
out-of-pocket costs with the result that an additional burden 
is placed on the general freight shipper. This problem of 
branch: line losses is not a new one; in fact, one can trace it 
almost to the inception of the trans-continental rail lines in 
Canada, Solution of the problem is particularly difficult 
because of the various interests involved, There can be no 
doubt, however, that the burden resulting from these opera- 
tions is particularly onerous on the shipper. Construction of 
these branch lines was a decision of management, but the 
present day cost of operating and maintaining them have to 
be borne by the freight shipper," 


To illustrate this fact, reference was made to the Duff Royal 
Commission on Transportation of 1931-32 which made a detailed 
study of this problem, Paragraph 27 of the report of the Commission 
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"If good sense had prevailed the executive officers of the 
two systems would, in 1923, have planned together to meet 
the transportation requirements of the country, and would 
have refused to promote or permit irrational and wasteful 
competition, "' 


Paragraph 55 of that report states: 


"Canadian railway development during the past decade has 
consisted almost entirely of the construction of branch 
lines and both companies have followed practically the 
same policy. Your commissioners have questioned the 
representatives of both lines as to the justification for 
the construction or acquisition of this additional mileage. 
The explanations given are not such as to convince us 
that this policy has been sound or wise. " 


Paragraph 58 states: 

"To sum up, it is clear that there was intense rivalry between 
the two systems in new territory, particularly in the Provinces 
of Saskatchewan and Alberta. The construction program of 
one company was responded to by an equal or greater program 
of construction of the other. The development of this territory 
did not meet expectations, and the railways now find themselves 
with additional traffic mileage and an increased burden of 
capital charge,"' 

At page 20, the Duff Commission report summarizes the branch line 
construction by provinces for the period 1923 - 1931, and this summary 
appears in Volume 29, page 4248. The total for the Canadian National 
Railways was $71,000, 000; for the Canadian Pacific Railway, 
$65,000,000. It is rather interesting to bear these figures in mind 
when we subsequently discuss the matter of related lines in the 
Canadian Pacific Railway's cost study of export grain since it is clear 
that the decisions to build these lines were those of management, and 


as stated by the Duff Commission at paragraph 50: 


"A policy of co-operation would have avoided a considerable 
part of this expenditure, probably one-third," 
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267. Premier Roblin also referred to the study by Professor W.D. Jackman 
entitled, ''Critical Analysis of the Canadian Railway Problem" and 
the excerpt appears at page 4249, Volume 29: 

There is no doubt that there is some excessive duplicate 
and unprofitable branch line mileage in the west, but 
certainly not the major portion of the total by any means," 

"That this statement is precisely correct can easily be seen 
by noting the location of duplicate branch lines which the 
officers of both companies suggested for abandonment at the 
Senate Committee inquiry of 1938. This mileage is over- 
whelmingly in Ontario and the East, In the west, the serious 
branch line duplications are in Manitoba and northern 
Saskatchewan and are the result of a period of intense com- 
petition in branch line construction between the Canadian 
Northern and the Grand Trunk Pacific," 

268, This historical summary is presented as background for the pre- 
sent situation where this Commission has been directed by the 
Governor -in-Council to look into burdens placed upon the railways 
by law or public policy and to make recommendations for the allevia- 
tion of such burdens. Very little will be gained from a detailed argu- 
ment as to the historical development of the present problem or its 
economic effects, While the situation was clearly created by the 
decisions of railway management, a solution requires a co-operative 
effort on the part of both railways and shippers, It is in this spirit 
that the Province of Manitoba has approached the problem and it is 
in this spirit that we offer our solution, 

269, There is in this problem of branch line operations a multiple interest, 


The railways are desirous of minimizing losses occasioned by non- 


compensatory operations, The freight shippers who in the ultimate 
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analysis must bear the cost of any non-compensatory service have 
a primary interest in seeing that various operations are in fact 
compensatory. From the purely financial viewpoint this approach 
would appear irrefutable, but as indicated in the Chapter on 
"National Economic Policy", the operation of rail transportation 
facilities in Canada were not predicated solely from the viewpoint 
of railway revenues. There is also the aspect of public convenience 
and necessity. 

270. This Commission is faced, therefore, with the dual interest of the 
railways and the shippers desiring more profitable and efficient 
operations on the one hand and particular areas served by the rail- 
ways on the other hand desiring to safeguard their economic develop- 
ment, We submit that any solution must have regard to the interests 
of all parties. While such a solution will not be completely satis- 
factory to any of the interested groups, it is a compromise in the 
best interest of all. 

271, In the field of passenger services the Province of Manitoba recommends 
as follows: 

Firstly, that the railways should continue to achieve efficiencies 
by the elimination of duplicate services and by whatever other 
means are available to them, 

Secondly, as to the actual net losses resulting from trunk line 
passenger and related services, if such services are deemed 


to be in the national interest, then these losses should be met 
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from the federal treasury. The losses, for all future pur- 
poses, and in particular for the purpose of setting freight 
rates, should be removed from the accounts of the railways. 
The national interest can be determined by the Board of Trans- 
port Commissioners, 
The losses incurred in providing commuter services represent a 
unique problem. In the United States an attempt is being made by 
the municipalities and the railroads concerned to solve this problem 
on a co-operative basis, A similar approach is necessary toa 
solution of the Canadian problem, This will require discussion 
between representatives of the municipalities, provincial authorities 
and the railways, Final decision must rest on the particular facts in 
each instance, both re gional and fiscal, The losses on commuter 
services should not be a burden on the general freight shipper nor on 
the federal treasury. The ideal situation would be one wherein 
commuter services would yield sufficient revenue to meet the fully 


distributed costs of providing that service, 


On the assumption that the railways are unable to impose the neces - 


sary level of rates, the Province of Manitoba recommends as follows: 
Firstly, unprofitable commuter services should either be 
abandoned upon application by the railways to the Board of 
Transport Commissioners, or 
Secondly, net losses on such services - which we define as 
revenue being less than out-of-pocket costs for each particular 


service - should be underwritten by the municipalities affected. 
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Thirdly, that in future the Uniform Classification of 

Accounts be varied so as to exclude commuter service 

net losses for freight rate making purposes. 
In this connection we repeat the statement of Mr. G. C. Campbell, 
Research Economist with the Canadian National Railway which 
statement was put in evidence by Premier Roblin and appears at 
page 4253, Volume 29, The particular quotation is from an article 
by Mr, Campbell appearing in ''Canada Transportation", July 1959, 
entitled ''Big Problems and Big Possibilities", and we quote from 
that article: | 


"I predict that if a way could be found for the railways and 
metropolitan authorities to work together co-operatively 
in the planning, operation and financial support of com- 
prehensive commuter services, the benefits to the entire 
area would be so great that were I to estimate an equivalent in 
dollars, I would be accused of gross exaggeration." 


In respect to branch line operations, the Province of Manitoba 
recommends the establishment of a Branch Line Trackage Maintenance 
Fund, We refer the Commission to page 15673, Volume 92: 


' As to the basis for establishing the magnitude of the fund, this 
will not prove to be amajor problem. There is, as the 
Commission is aware, already provision in Section 468 of The 
Railway Act for establishment of a fund to meet the annual cost 
of maintaining the line in what has become known as the 
East-West Bridge. Section 468 was enacted in accord with 
the recommendation in the report of the Turgeon Royal 
Commission for assistance from the federal government to 
the railways, to meet the cost of maintaining the main line 
trackage which constitutes the East-West link or bridge. It 
will be necessary first to determine the over-all branch line 
mileage of the yardstick railway, the Canadian Pacific, and 
then to determine the branch line mileage of the Canadian 
National on the same basis so as to have equitable treatment 
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between the two railways. The annual amount required in the 
fund would then be determined as follows: the total branch 

line trackage for both railways deemed to be non-compensatory 
would be ascertained and a stipulated sum per mile for trackage 
maintenance would be established. In its Memorandum in 
Respect of Results of Cost Study on grain traffic moving at 
statutory and related rates, the Canadian Pacific Railway stated 
that the annual total cost of maintenance, including the cost 

of money, per mile of track in 1958 was $2,650. (Daily 
Transcript, Volume 18, page 2617). Since the total cost per 
mile of track for maintenance alone would be somewhat less, 

we would estimate the cost of maintenance per mile of track 

for branch lines at approximately $2,500. The maximum annual 
amount of the Branch Line Trackage Maintenance Fund could be 
determined then on the basis of our estimate of the cost of 
maintenance per mile of track of approximately $2,500 multiplied 
by the mileage of non-compensatory branch line trackage. 


The Fund would be operated and administered by the Board of 
Transport Commissioners and payments from the Fund to the 
railways would be applied, as in the case of the $20, 000, 000 
federal freight rate subsidy under the Freight Rates Reduction 
Act, to a reduction in the relative level of the class and non- 
competitive commodity freight rates, The railways would 
submit accounts to the Board of Transport Commissioners as 


‘they are required to do in connection with the $20, 000, 000 


freight rate subsidy scheme and would be reimbursed from the 
Fund by the Board, "' 


We went on to state that the magnitude of this fund would be in the 


range of $7,000,000. At page 15766 we pointed out that the railways 


have advised that no new branch lines are constructed without first 
obtaining traffic guarantees from prospective users and assessing 
the situation to satisfy themselves that the branch lines in fact will 


be compensatory. There is, therefore little likelihood that the 


non-compensatory branch line mileage determined by this Commission 


would increase, except in the case of changing traffic patterns. 


Similarly, the Manitoba proposal would not perpetuate an uneconomic 


situation since it would be re-assessed at the end of the initial ten- 


year period. 
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277. If there remained any doubts as to the magnitude of these burdens, 
such doubts have been removed by the evidence of the railways 
regarding their passenger losses, 

278. In the case of the Canadian National Railways, an attempt was 
made to submit an accurate costing of passenger operations ona 
basis similar to that employed in costing the movement of export 
grain, The operating deficit, as determined by the Canadian 
National Railway which appears at page 18418, Volume lll, was 
$40, 858, 000. 

279, The Canadian Pacific Fdilwayts loss, (disregarding the statistical 
gymnastics of ''free transportation" as an asset and loss services 
as a greater asset for the purposes of income tax), total 
$36,000,000. This was determined by adding the figure of 
$29, 352,474 appearing at page 18264 of Volume 109, and the 
$6, 700, 000 of ''free transportation”, For the two railways we have, 
therefore, an operating deficit of at least $75, 000,000, which burden 
must be borne by the freight shipper. 

280, In addition to this deficit, there is the very extensive burden of 
non-compensatory branch line operations. 

Support For Manitoba Proposals 

281, These matters were discussed with a number of witnesses who 
appeared before the Commission, 

282, At page 1324, Volume 10, the matter is discussed with the President 


of the Canadian National Railways: 
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~@ Mr. Gordon on page 8 at the foot and on page 9 there 
appears this. Canadian National believes in the 
principle that in carrying out their obligation to serve 
the public, Canada's railways should receive for services 
performed a revenue return sufficient to cover the cost of 
performing these services, plus a reasonable margin above 
such acost, I take it Mr, Gordon that you would apply that 
principle also to passenger services, for example? 


A. Well, first of all, I think I should state that the principle 
is expressed also as recognizing my own Scottish 
background. I like to be paid for anything Ido. Cer- 

tainly that principle should apply to the passenger service to 

the fullest extent that it is possible to do so in relation to the 
competit’ n that exists, 


Q. This page of your submission, Mr. Gordon, was simply 
stating the principle that services rendered should be 
compensated for? 


A. That is exactly my position. 


Q. And then you go on later to show that in the case of grain, 
of the suggested solutions you think the best one is that 
in the form of a subsidy? 


Yes, having regard to the practical facts of the situation. 


Q. If by pure chance it were ascertainable that the passenger 
service was also a deficit service then would you extend 
your solution to cover that service as well? 


A. No, I do not think that follows because you are dealing with 
a different set of conditions. In the case of passenger 
service management is completely free under present 

conditions of law to make application for increase in rates. If 

the management of the railways chooses not to do so they reach 
that judgment by a complex of other considerations, It becomes 
managerial judgment, and we have to decide what benefits or 
other considerations attach to the provision of a passenger 
service, My point is, however, that management is free to make 
that decision, and in the case of the statutory rates we are not 
free to make application for an increase in rates. 


Q. So that the losses encountered, if there are any losses 
from the passenger service, are distinguishable from 
losses in regard to the Crow's Nest Pass Agreement in 

that management has decided on a course of action that results 
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in the passenger losses, and in the case of the Crow's Nest 
Pass rates management does not have that decision? 


A, Management is not free in the case of the Crow's Nest 
Pass rates to make any application, 


Q. Applying that principle again, Mr. Gordon, I assume 
if it were ascertainable that branch line operations were 
earning less than the cost of the service performed would 
you extend your suggested solution to cover the costs of those 
services? 


A. Yes, I would, provided always that all the factors are 
taken into consideration, You will remember, of course, 
that when we make application to the Board of Transport 

Commissioners they have a view in respect of public convenience 

and necessity, "' 


283, At page 3881, Volume 27, the same matter is discussed with the 
President of the Canadian Pacific Railway: 

Se On page 5, Mr. Crump, regarding the return of net rail 
investment of Canadian Pacific Railway, this net rail 
investment would have improved if your passenger 

revenues could have been increased? 

A. I don't think there is any connection, 

Mr. Sinclair: You mean return? 

Mr. Mauro: Return of net rail investment, 

A, Yes, that is right. 

Q. Similarly, if your losses on branch line operations had 
been lessened or eliminated it would have resulted in 
a better return of net rail investment? 

A. Well, I think that is in somewhat of a different category, 
the loss on branch line operations, You appear to be 
taking an over-all view of the branch lines of the Canadian 

Pacific, but to the degree that there are losses, yes. 

Q. And similarly, such items as commuter service, insofar 
as the passengers for that return a fair and reasonable 
return, it too would have resulted in a better return on 


your net rail investment? 


A. As I understand your question, yes. 
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Q. So that in short, Mr, Crump, there is not only the grain 
rates, but there are other avenues that if they, too, 
could be improved, would result in this improvement in 

your net rail revenue? 


A. There are other avenues, as you express it, that could 
stand improvement and we are constantly striving to 
improve them and we have generally the power to do it, 

but the great difference is that in these avenues we have power 

to pursue these improvements and I fully anticipate that we 
will see an improvement, but, of course, in the statutory rates 
we have no power whatever to alter them, 


Q. Well let us then deal with that matter. If you will turn 
to page 1O Mr, Crump, you say there, since 1947 railway 
labor expenses have increased over 100%, an increase 

which cannot be equitably met in the light of fixed rates for the 

movement of grain and grain products to export positions in 

Western Canada. I wonder if you can tell the Commission if 

these figures in railway labor expenses have been equitably met 

in the light of present passenger rates? 


A. Certainly; where a passenger train is profitable it has, 


Q. Let us explore that. How is your passenger service? 
Is your passenger service profitable? 


A, The passenger service as a whole on the system is not 
profitable, '' 


284, At page 3883: 


'Q, And the branch lines operation of the Canadian Pacific 
Railway as a whole, would they have met - equitably met - 
this increase in labor costs and other costs since 1947? 


A. Perhaps not to the same degree. Our study indicates that 
within the branch line system of the Canadian Pacific there 
is a fairly large mileage which is wholly attributable to 

grain, and I would say that those have not. Many others cer- 

tainly have." 


285. At page 4598, Volume 31, the position of the Winnipeg Chamber of 


Commerce is stated: 
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' Traditionally, passenger services have been, on the whole 
losers of money, kept operating by "internal subsidies" from 
more remunerative services, Particularly is this the case 
with respect to commuter services where costs are higher 
because of the low utilization of equipment and the difficulties 
in adjusting fares, Findings in this regard by the Board of 
Transport Commissioners are familiar to most people 
interested in transportation, We note with interest, efforts 
in the Chicago area by extensive capital outlays to provide 
more modern equipment and streamlined services with the 
expectation that commuter services will be self-sustaining, 


We believe that the cost of maintaining unremunerative passenger 
services needs careful examination and that the present com- 
petitive position of the railways makes it no longer possible to 
charge losses on passenger services against revenue from 
freight services, 


Branch Lines: While most railway men know, almost by 
instinct, which is a branch line and which is a trunk, or main 
line, it is difficult for them to define the difference closely, 
even to their own satisfaction. For a layman to try would be 
roolnardy? —.... 


We believe it is not an unwarranted assumption that, if purely 
economic factors were the determinants - we are not suggesting 
they should be - there would be a much more widespread 
abandonment of branch lines and services, One transportation 
authority recently referred to them as "bleeder'" rather than 
"feeder" lines. 


We suggest that the internal subsidization necessary to support 
this network of 'bleeder'' lines out of main line operations is 
substantial. In our transportation policy we have proposed: 

that the railways study the abandonment of unremunerative rail- 
way branch lines and services, and the substitution of integrated 
or other truck services," 


286, At page 4720, Volume 31, the Manitoba Federation of Agriculture stated 
as follows: 


"Our major concern with passenger losses is, however, 
not the fact that losses are incurred, If railway management 
wishes to maintain a type of operation which provides trans- 
portation to employees and other non-paying passengers ata 
loss and which in total results in annual losses of several 
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millions of dollars, then there is no justification for the 
charging of those losses against the captive freight traffic 
which has no alternative but to move by rail. If, on the 
other hand, railway management wishes to drop unprofitable 
passenger movements and is required to continue them 
because of government regulation, then we think it proper 
that the losses involved should be met out of public revenue 
and not out of charges on other parts of the rail operation, 


Expressed in a single sentence, our position on passenger 
losses is that they should be eliminated if possible, but if 

the passenger services continue to lose money because of 
railway management decisions, the losses should not be 
charged against freight revenues, while if government regu- 
lation prevents management from eliminating costly services, 
then the resulting losses should be met by government. 


Commuter services: Special significance attaches to one 
part of the passenger services provided by Canadian rail- 
ways, namely, the commuter services provided to persons 
working in down town Montreal or Toronto and living in one 
of the outlying suburbs. The railways claim they have been 
losing money on the commuter service, but the users of it 
have opposed either abandonment or a rate increase. 
Consequently, the service is being continued at rates which 
the railways claim to be continuing losses, 


This is clearly a service to a large city which has grown 

too large for its street transportation system and has not 
provided the necessary extensions, In this case, it is clear 
that the service should either be terminated or the community 
served should be called upon to pay the full cost either by 
higher fares or by a payment from the cities and municipalities 
served. No part of the cost of commuter service should be 
charged against the users of other railway facilities or against 
the national treasury. 


Branch line losses: Our position in respect to unprofitable 
branch lines is similar to our position on passenger services, 


Again we have neither the information nor the staff to analyze 
the situation in detail, but in general principle our members 
are aware that certain branch lines are failing to pay the cost 
of operating them with the result that losses on those branches 
are being charged against earnings on other lines. A precise 
calculation of the profits or losses on any particular line is, 
of course, impossible, because the heavily used lines are in 


1s YAYVLeT be 


a talio! 2 lo 
204nG4 96002 Io 
herein 0 


ar Himes 
Sef 19 fale ry 
si Talia ' 
stenarevbo! 1suI Seem 
thenmirtievos to ie) 
rloviel. aeaaocl ads oa 
is to fed to =f dain) 

a» of beewane ats 

+ $edy. a} sokaal 


7p ‘ RABE ani, 
t c was : yawlind') 
‘ ox tad 
+ 


ahi pier no al a 


404 THY i 


439 


many Cases moving traffic which originates and terminates 
on lightly used branch lines, If the branch line was dropped 
and that traffic disappeared, the effect on the main line might 
be disastrous. Considerations of this sort make branch line 
accounting very uncertain, 


Nevertheless, in principle our members hold the view that 
any branch line which is clearly unable to pay the cost of 
its operation should be eliminated from the calculation 

of rates for normal railway operations. ..., 


If steps in this direction are not taken by the railway, we 

think there should be no charging of branch line losses against 
traffic moving on other lines, On the other hand, if the railway 
applies to abandon the line and establishes that the line is 
losing money, then they should either be allowed to abandon 

the line or the loss should be covered out of public revenue, 

We do not consider it proper that losses under these circum- 
stances should be charged against the users of lines which are 
normally self-supporting, "' 


287. The Manitoba Wheat Pool at page 4464, Volume 30 stated: 


'" We further suggest that there are uneconomic branch lines 
that cannot be abandoned. We agree that there are some 
that can be abandoned in the near future, and others that 
can be eliminated over a longer adjustment period. We 
recommend for your consideration the following approach 
to branch line abandonment, 


(l) The abandonment programs of the railway should be 
disclosed, rather than hidden, so that provincial and 
municipal governments, industry and the public can see the 
overall picture and the purpose, The individual approach 

is creating distrust and each area goes into opposition because 
it appears to be singled out, 


(2) Once railway officials are convinced of the economic 
need for abandonment, they in conjunction with governments 
of all levels, and with industry, should make a joint economic 
and social study of the area affected so as to establish the 
adequacy, or otherwise, of alternative services to the 
communities affected. We suggest that there will be Little 
political or other opposition when there is planned transition 
to other adequate means of transportation, 
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(3) We suggest that the cost of line abandonment, its 

study and its replacement by adequate alternative trans- 
portation, where necessary, should be a charge to all 

levels of government and the costs are small in relation to the 
burden, or the potential burden on present rail users. 


(4) We recommend during transitional periods for lines 
approved for eventual abandonment and for lines ruled to 
be more or less permanently maintained for public con- 
venience and necessity, that operating losses be absorbed 
by the national treasury (subject to annual or periodic review 
by the Board of Transport Commissioners), and that no 
depreciation or return on capital be allowed to the railways, 
excepting on new capital placements approved by the Board, 
We would point out that the railways lose these, in any case, 
if their applications for abandonment are approved, Only 
bare out-of-pocket costs should be included in calculating 
operating losses, for lines subsidized during transitional 
periods. |! 


288. The Regina Chamber of Commerce at page 5446, Volume 35 stated: 


ae (By Mr. Mauro) - And, Sir, the Regina Chamber of 

Commerce, I suggest, when they are faced witha 
railway company approaching the federal treasury 

to be compensated for what they allege are losses, the 

Regina Chamber of Commerce has felt that the losses 

from passenger service are the same as losses from 

carrying grain insofar as the federal treasury is concerned 

and the tax payer is concerned; is that right? 


A, I think that would be right. 


Q. Would that be a fair assumption on what you are saying 
in your brief when you said we should look at other 
matters which are problems for the railways? 


A. Yes, we asked that that be done, 


Q. The Regina Chamber of Commerce is saying that 
before the federal treasury starts paying out the 
tax payers' money on one segment of the freight rate 
structure, we should have a look and see what the railways 
are losing on passenger service and branch line and 
commuter service; is that correct? 


A. Yes, "' 
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289. At page 5696, Volume 36, Premier E, Manning on behalf of the 
Province of Alberta, stated as follows: 


Me One of the suggestions of the Province of Manitoba was 
that passenger losses should be removed from the 
freight rate structure, and that if transcontinental or 

trunk line passenger services were deemed essential in the 
national interest, then the losses in that field of rail trans- 
portation should be made up through some other source, but 
not extracted from the freight user. Would the Province of 
Alberta support such a proposal as that? 


A. Our thinking in that direction is along this line: first 
of all, we would like to see the various sectors of 
railway revenue - passenger and various categories of 
other railway movements - broken down and a clear study 
made to determine to what extent each of these is paying 
its proper share of the overall revenue required by the 
railways. Until that is done and that picture is cleared, we 
think it is extremely difficult to say whether there is any 
more argument to say, ‘this particular category ought to 
be aided rather than the aggregate. '' We would approach it 
from the standpoint that the aggregate is important, but, if 
you break them down into categories and there seem to be 
apparent reasons why one particular category is in a different 
position from the others, it should be considered at that time." 


290. At page 5723, Volume 36, the views of the Alberta Farmers! Union 
are set forth: 


' Passenger Traffic: Another facet of the problem is rail 
passenger traffic. From time to time news reports are made 
public to the effect that the railways are losing money on their 
passenger runs, On many local lines this is self-evident. 
Trains often run with almost empty coaches, a situation which 
must contribute substantially to any rail deficit. A few months 
ago, statements appeared in the press, attributed to officials 
of our railway companies, to the effect that transcontinental 
passenger services were uneconomical, and would have to be 
reduced, We understood that this has not been done, due to 
public opposition, If such needed economies cannot be effected 
due to public opposition, then we suggest that the public must 
absorb the loss, presumably through the public treasury, "' 
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291, At pages 6934 to 6939, Volume 41, the Province of British 
Columbia's position is stated. Re Commuter Services at page 
6938: 


"If a community deems the service to be essential then it 
should find the means, either by subjecting itself to fare 
changes or by subsidy, or a contractual arrangement with 
the railway, to maintain it. 


Should local commuter deficits have the effect of lowering 
the effectiveness of overall railway service then the matter 
may be deemed to be of national concern, In this case the 
federal government, and not the shipper should be dispensers 
of public benefits, 


The same reasoning is applied to the keeping open of lines 
declared to be strategic or otherwise essential for national 
defence. '! | 


292. A recent statement of the I1.C,.C. is quoted to the effect that: 


' This record does not indicate that the railroad industry 
has the financial ability to retain any of its services or 
facilities solely as standby capacity, Those who benefit 
from any standby capacity that should be maintained must 
assume the obligation of financing such standby service 
to the extent of their needs," 


293. British Columbia recommends: 


"It is specifically recommended in this submission that in 
the light of the present day alternative transportation 
facilities and unwarranted burdens on freight shippers, 
abandonment of non-compensatory passenger services be 
sympathetically considered by the Board of Transport 
Commissioners, Where such services are deemed to be 
in the public interest then a subsidy should be paid to the 
railway which dispenses public benefits by the body requiring 
such a service," 


294. In regard to branch lines, at page 6939: 


'' When there is no reasonable alternative means of trans- 
portation the solution must be sought elsewhere. If the 
problem is deemed to be of a national public interest then 
a federal subsidy should be made available to railways in 
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return for the continuance of service, The recovery of 
out-of-pocket losses from shipper of captive traffic which 
is not subject to competition has obvious inequities which 
will not diminish with time." 


295. At page 7040, Volume 42, the St. Catherines District Chamber of 
Commerce: 


"Q, Just so that this position of your association is completely 
clarified, I take it that the general approach is that from 
the viewpoint of the shipper in Canada this Royal Commission 
should investigate and assess whether or not various movements 
which result in deficits to the carriers, because in the opinion of 
your association these deficits have to be borne by other freight 
shippers ? 


A, That is the present situation, 


Q. Would you apply that to such movements as passenger 
services also? 


A. Yes, 
(QQ. And branch line operations ? 

A, In all fairness, yes. 

Q. Commuter services ? 

A. Iam not familiar enough with them." 


296, At page 7334, Volume 43, the Associated Chambers of Commerce 
of South Western Ontario stated: 


Sars And your city of Windsor and South Western Ontario 
Associations that you represent would treat on the same 
basic principle any losses that the railway suffers, In 

other words, I trust that your association is not singling out 
the statutory grain rates and saying that they represent the 
sole burden on the freight structure? 


A. That is right. 


Q. And the associations that you represent would be strongly 
recommending to this Commission that they investigate 
passenger losses, and if they are found that they be 

removed from the back of the freight shipper. Is that correct? 
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A. That is correct, 


Q. And that this Royal Commission should investigate 
the losses of commuter services, and if they find 
that there are losses on commuter service, these 

too, should be removed from the backs of the freight 

shippers? 


A. Yes. 


Q. And that they should investigate the branch line 
operations, and to the extent that they represent 
losses that an attempt be made at removing these 

losses from the back of the freight shipper ? 


A. That is right," 
297, At page 9849, Volume 53, the Canadian Manufacturers Association: 


"As set out in the judgment of the Board referred to above, 
the regulative bodies, both in Canada and the United States 
have held that such revenue deficits incurred by the passenger 
service must be compensated for by earnings on the freight 
service, and that the freight service may be required to bear 
an increase in rates to offset the deficiency in the aggregate 
earnings attributable to the inability of the passenger service 
to contribute its full share of the burden, 


The problem of the railroad passenger train deficit has received 
more attention in the United States than it has in Canada and 

was recently the subject of a proceeding before the Interstate 
Commerce Commission in its docket No. 31954, in which the 
Commission's decision was released on May 25, 1959. Pointed 
up in its conclusions is the fact that the financial loss on the 
passenger service is real; it is large and appears to be growing, 
and it endangers the future welfare of the railroad industry. 

It stresses the need of further action by the railroads in develop- 
ing on an industry-wide basis, policies and plans for reconstitut- 
ing the railroad passenger service into a less extensive network 
more closely tailored to the needs of the public," 


298. At page 9851, the Canadian Manufacturers Association submit as follows: 


"It is respectfully submitted that the Commission should recommend 
that the Board of Transport Commissioners be directed to pre- 
scribe a formula to govern the separation of freight and passen- 
ger expenses in order that information may be available on a 
current basis as to what contribution the freight services require 
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to bear in maintaining passenger service, It is further 
recommended that the freight rate structure should not be 
burdened with these passenger deficits."' 


299, At page 9915, Volume 54: 


"A, Ihave mentioned one segment that we think the national 
treasury should stand if they want that service: that 
is a national defence service, But we do not think the 
taxpayers even should be saddled with providing the service 
for others to use. We believe that all these services should 
be paid by the people who use the service, 


Q. And if they refuse to pay for them? 
A. Then the Board should allow abandonment. 


Q. And if the Board refuses abandonment on the basis that 
the line should be maintained in the public interest? 


A. Well you are pinning me down with a great deal of ifs. 
If in the national interest the Board decides it has to 
remain, then if it is a national interest, it should be 

paid there," 


300. At page 10116, Volume 55, the Canadian Federation of Agriculture 
stated: 


'' Losses which are occuring on commuter and other passenger 
services should not be charged against freight revenues. 
If public and railway policy requires a continuance of passenger 
services which are resulting in losses to the railways, the 
losses involved should come from public revenue. Such losses 
should not be recouped from freight revenues," 


301. At page 19843, Volume 120, Mr. A. Hart, Vice-President, Canadian 
National Railways: 


MO: Generally, on some of the matters that have been placed 
before this Commission, as I understand the submissions 
from the Canadian National Railway in regard to commuter 

services, the Canadian National Railway accepts the proposi- 
tion advanced by the Province of Manitoba that commuter service 
should stand on their own feet and should not be a burden on 

the freight shipper. Is that a correct assessment? 


A, It is a correct assessment, Yes, 
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Q. As I read your submission in the field of passenger 
service generally you adopt the proposal of the 
Province of Manitoba that passenger services that 

are maintained in a national or public interest should not 

be a tax on the freight shipper but should be a tax on the 
general revenues? 


A. Yes. 

Q. And in the field of branch lines your national policy 
line, as contrasted with the Canadian Pacific position 
as stated by the Executive Vice-President, was to the 

effect that ‘Canadian Pacific has no branch lines which, in 

the opinion of the Canadian Pacific, are maintained or 
operated in the national interest. It is the viewpoint of the 

Canadian National that they do have such lines, is that 

Gonrect? 

A. Yes we think that is the case, that some of the lines 
may well be, even under our proposition, be found 
in that category, 


Q. And these lines, while not compensatory, must be 
maintained pursuant to policy? 


A, Yes, we see the possibility of certain lines being found, 
(1), to be uneconomical and (2), that they must be 
maintained in a broad national interest. Thirdly, we 

say whoever requires us to maintain it should pay us for it 

as a specific payment for the operation of the line." 

302, This subject of passenger, commuter and branch line services is 
one of the few areas where all of the parties appearing before this 
Commission, including the Canadian Pacific Railway agree in 
principle with a specific proposal. 

303. One might misinterpret the position of the Vice-President of the 
Canadian Pacific Railway, Mr. R. A. Emerson, and the statements 
of Counsel as indicating opposition to the Manitoba proposal, An 
examination of the evidence of Mr, Emerson makes it clear, however, 


that the Canadian Pacific Railway is in complete agreement with the 


principle of the Manitoba proposal, 
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At pages 18236 and following, of Volume 109, the witness Emerson 
discusses this matter of branch lines and then concludes at page 
18249 with the recommendation of the Canadian Pacific Railway. 

The recommendation takes the form of an amendment to Section 168 
whereby the Canadian Pacific Railway proposes a more definitive 
procedure for line abandonment, In the context of this discussion the 
important part of the proposed amendment is 168 (5) (b) on page 18250 
which reads as follows: 

''Where the company has given notice of intention to abandon 
the operation of a line of railway under this section and an 
application has been made for a‘stay, the Board may grant 
the stay if it is satisfied... that sources of revenue for a 
reasonable period in the immediate future sufficient to exceed 
those costs during the same period have been guaranteed,"' 

At page 18267 with regard to passenger services an amendment to 
Section 315 is proposed and again the important section in this 
discussion is Section 315 A 5 (b) on page 18268, which reads as 
follows: 

' Where the Company has given notice of intention to discontinue 
passenger service ona line of railway under this section and 
an application has been made for a stay, the Board may grant 
the stay if it is satisfied (b) that the sources of revenue for 
a reasonable period in the immediate future sufficient to 
exceed that cost have been guaranteed. '"! 

It is submitted that the Canadian Pacific Railway has adopted the 
proposal of the Province of Manitoba as supported by the witnesses 
above referred to. Firstly, the railways should be encouraged to 
eliminate deficit operations, Secondly, if the Board of Transport 


Commissioners determines that while certain operations are in fact 


non-compensatory, they should be maintained in the public interest, 
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Thirdly, those who direct the continuance of the service should 
compensate the railways for this operation. There is no dis- 
agreement between the Canadian Pacific Railway and the Province 
of Manitoba on this matter. It is clear that in the case of the Board 
of Transport Commissioners the party ordering a continuance of the 
non-compensatory service is in fact the Federal Government, since 
it is the Federal Government which has the authority, and the sole 
authority, to govern inter-provincial railways in Canada, Therefore 
it is semantics for the Canadian Pacific Railway to suggest that 
those who order the continuance of the service should pay - and then 
refuse to admit that the only party who can order the continuance 

of the service is the federal agency, namely,’ the Board of Transport 
Commissioners, It is our position that in the field of passenger, 
commuter and branch line services this Commission has a clear 
direction from all of the parties, including the railway companies. 
As indicated by various witnesses for the railways, the prevailing 
concept governing rail management is that losses resulting from 
deficit operations are met by the revenues of profitable operations, 
The Canadian Pacific Railway and the Canadian National Railway 
now propose a material departure from this prevailing concept, 

In relation to the carriage of grain under statutory and related rates 
they have suggested: firstly, the carriage of grain under statutory 
and related rates has resulted in a very large deficit to the railways; 
secondly, that they cannot recoup these deficits from other freight 
traffic; and thirdly, that the losses should not be met by increased 


charges to the shippers but should be subsidized by the federal 


treasury. 
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The Province of Manitoba has stated on numerous occasions 

that the movement of export grain from Manitoba is, in fact, 
compensatory and that the movement of grain to export position , 
far from being a deficit operation or a burden to the shipper, is a 
profitable operation for the Canadian railways. We now suggest 
that in the field of branch line, commuter and passenger services 
that logic demands a similar approach to all deficit operations 

of the railways. In short, those operations of the railways which 
result in deficits should either be abandoned or if they are found to 
be in the national interest the deficits incurred in their contin .ance 
should be met by subsidy from the national treasury. On the «ther 
hand, if the railways exercising their managerial discretion, —§ = 
to maintain a deficit service not found to be in the national intei Vst, 
pret we submit that the cost of providing the particular service 
should be removed from the Classification of Accounts in the fixing 


of freight rate levels. 


Recommendations 


With regard to passenger and related services - Firstly, that the 
railways should continue to achieve efficiencies by the elimination 
of duplicate services and by a ne other means are available to 
them, 

Secondly, as to the actual net losses resulting from trunk line 
passenger and related services, if such services are deemed to be 
in the national interest, then these losses should be met from the 


national treasury. These losses for all future purposes and in 
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particular for the purposes of setting freight rates, should be 
removed from the railways! Classification of Accounts. The 
national interest can be determined by the Board of Transport 
Commissioners, 

With regard to commuter services - 

These losses represent a unique problem. In the United States an 
attempt is being made by the municipalities and the railroads con- 
cerned to solve this problem on a co-operative basis, A similar 
approach is necessary to a solution of the Canadian problem, This 
will require discussion between representatives of the municipalities, 
provincial authorities and the railways. Final decision must rest on 
the particular facts in each instance - both regional and fiscal, 

The losses on commuter services should not be a burden on the general 
freight shipper nor on the federal treasury. The ideal situation would 
be one wherein commuter services would yield sufficient revenue 

to meet the fully distributed costs of providing that service, On the 
assumption that the railways are unable to impose the necessary 
level of rates, we suggest to the Commission that it recommend: 
Firstly, unprofitable commuter services should be either abandoned 
upon application of the railways. 

Secondly, that losses on such services which we define as revenue 
being less than out-of-pocket costs for each particular service should 


be underwritten by the municipalities affected. 
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Thirdly, in future, the Uniform Classification of Accounts be 
varied so as to exclude commuter services net losses for freight 
rate eating purposes, 

With respect to branch line operations - 


Our position with respect to branch line operations is that there 


should be created a Branch Line Trackage Maintenance Fund to 
cover the maintenance costs of those branch lines which are shown 
to be non-compensatory, but which must be maintained in the 


national interest, 
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CHAPTER VII 
STATUTORY RATES ON EXPORT GRAIN 


The Province of Manitoba along with the Provinces of Alberta and 
Saskatchewan and representatives of the grain trade at the organizational 
meeting of this Commission in Septemcer, 1959, submitted that this 
Commission had no direction under the terms of reference to investigate 
the rates on the movement of grain and grain products to export positions. 
The views of the Provinces and the grain trade are fully set out in the 
transcript. | 

The Commission decided that the matter of the rates on grain was within 
the purview of the terms of reference and determined that they would 
permit separate investigation of these rates, While the Province of 
Manitoba is still of the view that there was no.direction to the Commission 
to make such an investigation, we feel now that a real benefit can arise 
from this investigation. This study has produced detailed statistical data 
which have proven conclusively that these much maligned rates, far from 
being a burden on the freight shipper, do in fact make a contribution 
which lessens the over-all burden on the Canadian freight shipper. 

Since 1946 there has been a deliberate campaign on the part of the Canadian 
railways in general and the Canadian Pacific Railway in particular, to 
destroy this bona fide contract determining rates on grain moving to 
export positions, On every opportunity the Canadian Pacific Railway 

has attacked these rates as the only evil or inequity in the Canadian 
freight rate structure and has placed upon these rates the stigma of 
responsibility for the financial and other problems confronting the 
Canadian railways, 

The campaign of the Canadian Pacific Railway to destroy this long 


standing agreement was formally launched in 1949 before the Turgeon 
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Royal Commission on Transportation, At that time the Canadian 
Pacific Railway boldly suggested that the rates were not only non- 
compensatory but that they should be permanently removed from the 
control of Parliament and placed under the jurisdiction of the Board 
of Transport Commissioners, The evidence tendered and the 
conclusions of that Commission can be found in the report of the Royal 
Commission dated February 9, 1951, where in Chapter 10 entitled 

" Crow's Nest Pass Rates'', at page 243, the Commission states: 


" The Commission has been asked to recommend that the 
statute be repealed. This proposal comes in the first 
instance from the Canadian Pacific Railway Company 
which says: 


(1) That it is desirable that freight rates without 
exception should in all respects be subject to 
the jurisdiction of the Board of Transport 
Commissioners, and, 


(2) That, while the national policy may require 
special assistance to producers of grain in 
Western Canada, such assistance should not 
be given at the cost of other users of railway 
services or at the cost of the railways." 


320,At page 251, the Commission refers to the submission of The Canadian 
Pacific Railway, and states: - 


' It means (C, P,R,. suggestion) that provision should 
be made to have these Crow's Nest Pass rates bear 
their proportion of general freight rate increases 
as in the case of the rates fixed by the Maritime 
Freight Rates Act. In this manner they would have been 
increased in 1948 by 18% according to the calculation made 
by the Canadian Pacific Railway Company, and all other 
rates would likewise have taken an 18%, instead of a 21%, 
increase, 


If this second suggestion were adopted the final question 
remaining to be answered would be, who is to pay the 
difference between the basic rate level and the amount 
added by the increase, that is, should the burden of the 
increase fall upon the shippers of grain and flour or 
should it be borne by the treasury of the country in the 
form of a subsidy? If it is by subsidy, the subsidy 
should be paid to the railways, as is the case under the 
Maritime Freight Rates Act." 


321. The Commission rejects the arguments and suggestions of the Canadian 


Pacific Railway that the Crow's Nest Pass rates were either non- 


322, 


323, 


324, 


compensatory or a burden and concludes on page 252: - 
" On the whole therefore no justification can be found 

for the statement that the exemption of the Crow's 

Nest Pass rates causes an undue burden upon shippers 

as a whole or upon any particular class of shippers. 

The application made for their increase based upon 

this argument cannot be entertained,"' 
One might have expected that this decision would have closed the 
matter for an indefinite period of time. However, this was but the 
opening sho ina campaign by the Canadian Pacific Railway that 
culminated in their success in having the matter re-opened hate 
this Commission, resulting in a complete costing of the movement of 
statutory grain at tremendous cost in both time and money. Since 
1949 the officers of the company have repeatedly made statements 
which in effect denied the findings of the Turgeon Royal Commission 
and have continued to allege that the Crow's Nest Pass rates were, in 
fact, a burden, Not satisfied with the findings of a quasi-judicial inquiry con 
ducted by the Turgeon Royal Commission, the Canadian Pacific 
Railway have repeated their rejected arguments to service clubs, 
other public bodies, and have even used these rates in their attempts 
to resist increased wage demands before conciliation boards, 
The synthesis of the Canadian Pacific Railway position is illustrated by 
the opening statements of Counsel for that company. At page 9 of the 
transcript: 


. the greatest inequity in the freight rate structure-- 


and possibly the only one of significance -- is that which 
results from what is known as the statutory rates on grain 
and grain products in Western Canada as required in 

their application under section 328, sub-sections 6 and 7, 
of the Railway Act." 


At page 10: 


"Sit will also have something to say about the 
statutory rates on grain and the burden that that 
imposes on the railways and on the shippers of 
other commodities. Canaaian Pacific will lead 
certain proof in that regard, part of which will 
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show that if the general increases in freight 
rates in the postwar period had been applied 
to grain, in the period 1948 to 1958, the 
revenues of the Canadian Pacific would have 
been approximately $235 million higher than 
they were. The evidence will also show that 
in 1958 the statutory grain rates accounted 
for about 27% of the work performed on the 
Canadian Pacific, but only brought in 
approximately 9% of the freight revenue. 
This burden will be demonstrated in our 
brief by generality and also by specific." 

325. There has been no change since that date in the position taken by the 
Canadian Pacific Railway on the one hand, and the Province of Manitoba 
on the other, in regard to the rates on the movement of grain. The 
position of the Canadian Pacific that the rates were non-compensatory 
and a burden on other shippers was disputed from the very beginning 
of these hearings by the Province of Manitoba, which submitted that 
these rates were in fact compensatory and were making a contribution 
to rail revenues. We refer to page 1238, Volume 10, where the 


Acting Chairman is quoted as follows: 


' Mr. Mauro, what is your position from Manitoba as to 
the grain rates being compensatory? 


Mr. Mauro: We are going to allege that the present 
grain rates are, in fact, compensatory. 
We are going to cross-examine the cost 
studies of the railways to that effect. As far as the 
Province of Manitoba is concerned, the present rates 
do, in fact, return out-of-pocket costs." 

326, After more than 130 days of hearings, the Province of Manitoba is not 
required to change one syllable of that statement of December, 1959, since 
the evidence is now before this Commission that the rates are in fact 
compensatory and do in fact make a contribution, 

The foregoing is by way of preface to our submission on this matter of 
the statutory grain rates, We will present our argument on the statutor: 
grain rates under three major headings, namely: 

(1)  legal-historical, 


(2) analysis of the statistical cost data, 


(3) and, reasonableness of rates. 
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Legal-Historical 1d 5A 


327, Early in the 1880's gold was discovered in the Kootenay Valley of 
British Columbia which prompted intensive prospecting in that area, 
which in turn lead to the discovery of rich silver and base metal 
properties. The location of the mineral areas in close proximity to 
the American boundary, coupled with the geographic barrier of the 
mountains to east-west communication, made the locality more 
accessible to American territory and to American water and rail 
communications, Base metal extraction required smelting which 
posed the problem of securing adequate supplies of coking coal. Smelters 
were already located at the American coast and at the inland states and 
the American railways had already built northward into the region. The 
ores, of necessity, moved by water and American railways to these 
smelting centers, It was the belief of individuals interested in the 
development of a Canadian nation and a Canadian economy that, unless 
adequate steps were taken, this area would become an adjunct to the 
north-western states, The Canadian government became concerned 
about the growing domination of American railways and financial 
interests in the Kootenay Valley region. As early as 1889 the President 
of the Canadian Pacific Railway, Mr. Van Horne, reported to the 
shareholders in the Annual Report as follows: 

' To prevent the invasion by foreign lines of the Kootenay 
district in British Columbia, a district rich in precious 
metals and other natural resources, your directors 
have secured the control of the charter of the Columbia 
and Kootenay Railway Company and agreed with the 
Provincial Government that the railway shall be built 
about 30 miles in length during the present season to 
connect the navigation waters of Kootenay Lake with 
those of the Columbia River, thus opening a line of 
steamboat and railway communication of more than 
250 miles." 


328, This concern by the Canadian Pacific Railway of American infiltration 


into the Kootenay area is reflected in subsequent Annual Reports and in 
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the Report of 1896 the following appears: - 
'' But even with these important additions to its facilities for 
handling the traffic of the mining districts, your company | 
will continue at a disadvantage in competing with American 
lines (which have already reached Nelson, Rossland, and 
other important centers in these districts) until it shall 
have direct rail connection of its own. Until then the 
greater part of the miningtraffic will be beyond its 
reach and will continue to be, as at present, carried by 
the American lines southward. 


Your Directors are strongly of the opinion that any 
delay in securing your interests in that direction 

will be extremely dangerous -- that unless your 
company occupies the ground others will, the demand 
for shipping and travelling facilities being most urgent. 
The Directors feel that they cannot too strongly urge the 
immediate construction of a line from Lethbridge to the 
connection with your Columbia and Kootenay Railway at 
Nelson, a distance of 325 miles, and anticipating your 
approval they have already taken steps toward the 
commencement of that work o the opening of spring." 


329.In our examination of Mr. Reid, at page 2035, Volume 15: 
'"Q. There is no serious doubt in your mind that in 1896 
the Canadian Pacific was desperate to get a rail 
line into the area, that they could not compete with 


the American rates? 


A. Yes, I think the officers of the company desired 
very much to get a line into that area. 


Q@. That is what the statement (reference to the annual 
report of 1896) means, does it not? 


A. Ihave not argued that whatsoever." 

330. The Canadian Pacific Railway had various options on rail lines and 
charters inthe area, particularly the Alberta Railway and Coal 
Company which had a line extending from Dunsmore to its coal mines 
and Lethbridge -- a distance of 109 miles. We refer to page 2036 of the 
Daily Transcript: 

"Q. Now, Mr. Reid, the C.P.R. had entered into an 
option with the Alberta Railway and Coal Company 
in 1892? 

A. In 1892 Canadian Pacific leased a line of the Alberta 
Railway and Coal Company at a rental equal to 40% 
of the gross earnings, but, first, the coal company 

had to widen the narrow gauge to standard gauge before 


this lease took effect and there was an option in the lease 
agreement -- not an option, but an undertaking, that by 
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December 31, 1897, Canadian Pacific had to buy the 
land for $9,000 per mile. 


Q. This option had to be exercised on or before the 
31st of December 1897? 


A. Yes. Prior to that date it was optional but it had 
to be exercised, 


Q. The Canadian Pacific had to have $981, 000 to 
exercise its option, is that correct? If you check 
the report for the following year you will see the pay- 
ment out of $981,000, $9,000 per mile for 109 miles? 


A. Ihave no reason to doubt that, 


@. Ifurther suggest that the Company was finding it 
difficult to raise capital at that time? 


A. 1897? 
Q. Yes. 


In 1897 there was $1, 666, 000 raised by the issue of 
preference stock, That was one source of funds in 
that year, 


Q@. lam quoting from the Annual Report for the year ending 
December 31, 1896, page 5: 


The recovery in business which afforded such good 
promise at the date of the last Annual Report did not 
long continue, A feeling of dread and uncertainty 

as to the result of the last general election in the 

United States, in view of the serious financial questions 
at issue caused a stagnation in business in that country 
probably more serious than that of any of the three 
preceding years, While this had no very marked effect 
upon the local business in Canada, it reduced, toa 
serious extent, the inter-change of traffic between the 
two countries, and your subsidiary railways in the 
United States, the Minneapolis, St. Paul and Sault 

Ste. Marie, and the Duluth, South Shore and Atlantic 
suffered an important shortage not only in their domestic 
traffic, but in the business inter-changed with your lines, 
making it necessary for your company to again give them 
financial assistance, The chief cause of loss in your 
Canadian business during the last half of the year was 
the short wheat crop in the West ... which furnished 

for carriage about 10 million bushels less than that of 1895, 
Better prices for wheatandthe development of traffic 

in the mining districts of British Columbia prevented 

so large a shrinkage in earnings during the second half- 
year as might otherwise have been expected, and the 
year's results are,considering everything, not 
unsatisfactory to your directors," 


331. We refer the Commission to page 2039 where reference was made to the 


History of the Canadian Pacific Railway, by Harold A, Innis: 
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' The depression of the '90's which occasioned the 
decline in earnings and the earnings of subsidiary 
lines the Duluth, South Shore and Atlantic and 
Minneapolis, St. Paul and Sault Ste. Marie, made 
impossible the sale of preference stock at a 
satisfactory price and even made it necessary to 
re-assume * 300,000 of this stock negotiated 
before the depression, With recovery £ 100, 000 
was marketed at nearly par in 1897 and * 2, 285, 000 
a year later." 


332, It is clear that the time was fast running out on the Canadian Pacific 
Railway for the exercise of their option to the Alberta Railway Company 
and as stated by the Turgeon Royal Commission in their chapter on this 
matter at page 238: 


'" In 1897 the Canadian Pacific Railway Company desired to 
build a railway from Lethbridge ... through the Crow's 
Nest Pass into Nelson, British Columbia, and was in need 
of financial assistance for this enterprise." 


333. At page 240: 


"It is, of course, certain that the Company did not build 
the railway merely for the sake of the subsidy. The 
real value of the subsidy was that it enabled the Company 
to construct a line which gave it an all-rail link between 
its main line and the Kootney region, and thus assured it 
of a rail monopoly throughout a large territory believed 
to be rich, particularly in mineral resources, and which 
might otherwise have been traversed by American lines, 
Moreover, the completion of the line entitled the company 
to a grant from the government of British Columbia of 
250, 000 acres of land in that Province." 


334, There was never any question in the minds of the railway officials at 
that time where they must look for assistance to complete the line. 

335, At page 2035 of the Daily Transcript, an excerpt from page 10 of the 
Annual Report of 1896 is quoted: 


" The unfavorable conditions which have prevailed for the 
past three years have prevented any effective action 
towards providing for the traffic of the mining country, 
but the Directors feel now that the improved position and 
prospects of the Company, together with the magnitude of 
the interests at stake, will fully warrant this important 
step. The interests of the country at large are so much 
concerned in this question that your Directors confidently 
expect reasonable assistance at the hands of the Dominion 
Government. 


336. It was no simple matter for a corporation such as the Canadian Pacific 
Railway to obtain additional assistance from the Dominion Government. 


The antagonism and controversy that had surrounded this Company 
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338, 


339, 


bets 
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from its inception down to 1897 was such that any government was . 
reluctant to grant additional financial support. We refer to the study 


of this period by J.W. Dafoe in his ''Clifford Sifton In Relation to His 


Times", quoted at page 2040, Volume 15: 


'' Apparently there were also questions of high policy involved 

in this arrangement. In an open letter to the Press of 

Canada, dealing with railway questions, written by 

Sir Clifford Sifton, in January 1929 there appears this 

passage: 'I remember when as a young minister in 

Laurier's cabinet, Van Horne and Shaugnessy saida 

line into the Kootenay mining district would not be considered 

for fifteen years. Also I remember that within six weeks the 

same two gentlemen came into my office and said that they 

had to build this line and wanted a large bonus for doing it, 

that the C. P.R. was on the verge of bankruptcy. We gave 

them this bonus against the public sentiment of two-thirds of 

the people of Canada, They built the line and the Kootenay 

mining development saved the C, P.R,. and saved a good 

many other things in Canada, ™' 
This was the general atmosphere that surrounded the negotiations which 
resulted in the Crow's Nest Pass Agreement of 1897. 
The Federal Government was authorized under the agreement to grant 
assistance in the form of a subsidy of $11, 000 per mile of railway, not to 
exceed in aggregate the sum of $2,630,000. The Company, in consideration 
of receiving this financial assistance, entered into certain covenants with 
the Government. Three of the more important terms related to the 
control of rates, the reduction and regulation of rates on the movement of 
grain to export positions, and the reduction and regulation of rates on 
specified westbound commodities, A copy of the Agreement and the 
enabling statute appear as an appendix to this Argument, 
The intent of the Government in entering into the Agreement is illustrated 
with reference to the discussions in Parliament when the matter was 
placed before the House. Mr, Blair, the Minister of Trade and 
Commerce, at page 4522 of Hansard for June 18, 1897, (which quotation 
appears at page 2052, Volume 15) stated: 

' The Committee will have noted that we have sought to 


insure the country a large measure of relief from the 
rates which have obtained since the Canadian Pacific 
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Railway was started. We have imposed conditions 

upon the Company which are very largely restrictive 

of their present powers. We have embraced in one 

of the sub-clauses of these resolutions a considerable list 
of articles which go into very large consumption among 
the people of the western provinces and we have secured 
an agreement on the part of Canadian Pacific Railway that 
very substantial reductions will be made upon the exist- 
ing rates. We have also received the consent, on their 
part, that the rates upon all goods -- whether they are 
shipped in or shipped out, either going into or coming 

out of that portion of the province which is covered by 

the route of this railway, or any freight or merchandise 
which either is shipped into British Columbia over this 
lines or shipped out of British Columbia over this 

line -- ought to be subject to the control and supervision 
of the Railway Committee of the Privy Council as in the 
case with other railway companies in Canada," 

340, Pursuant to the Agreement, rates on grain were reduced on the 
first day of September, 1898 by 1z¢ and there was a further reduction 
of eae on the first day of September, 1899. To point up the fact thet 
this reduction was not satisfactory to the Western producer, in 1902 
the Manitoba government entered into an agreement with the Canadian 
Northern Railway whereby that railway agreed to move grain and grain 
products to the Lakehead at a rate below that established under the Crow's 
Nest Pass Agreement, The Canadian Pacific Railway voluntarily reduced 
their rates to this lower level. This lower rate was maintained until 
1918 when the agreement of 1897 was suspended. In 1922, asa result of 
hearings before a parliamentary committee, the rates on grain and grain 
products were re-instituted at the Crow's Nest level and they have 
remained at this level since that time. 

341. When one party to an agreement attempts subsequently to rescind 
unilaterally their obligations under that agreement, the tribunal of 
inquiry not only has the right but the duty to investigate all of the facts 
surrounding the agreement, particularly the benefits received by the 
parties to that agreement. The benefits received by the Canadian 


Pacific Railway were set out by Mr, Reid at page 1936, Volume 14: 


' Q. From your study of it down through the years up to 
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the present have you discerned any misunderstanding 
by people as to the amount of the aid by cash or 
otherwise received by Canadian Pacific in the building 
of the Crow's Nest Pass line? 


A. Ihave seen a number of statements that contained 
incorrect statements, 


Q@. For instance? 


A. On more than one occasion it has been said that the 
interest of the Canadian Pacific in Consolidated 
Mining and Smelting Company of Canada, Limited 

arose from the Crow's Nest Agreement, This is 

bsolutely wrong. The interest of Canadian Pacific in 

Consolidated Mining and Smelting was in no way 

connected with construction of Crow's Nest line. Canadian 

Pacific's interest in Consolidated Mining and Smelting 

had its beginning as a speculative investment acquired 

originally by purchase and added to by purchase of stock 
from time to time in later years. "' 


342, The Crow's Nest Pass Agreement gave to the Canadian Pacific Railway 
Company a cash subsidy of $11,000 per,mile up to a total of $3, 600, 000. 
Construction of the line with government backing placed the Company ina 
position to acquire and exercise the franchise of the British Columbia 
Southern Railway and thus come into possession of 3, 350, 000 acres of 
land and six square miles of coal lands granted by the Province of 
British Columbia. 

343, It is of interest to trace the historical background to the acquisition 
of the smelting facilities in the Trail-Rossland area of British Columbia, 
The matter was discussed with Mr. Reid commencing at page 2068, 
Volume 15, quoting at 2070: 

"Mr. Mauro: It is my suggestion, Mr. Reid, that the 
C,P.R. obtained their interest in 
British Columbia Smelting in the direct 
process of obtaining routes and railway 
mileage in the Kootenays. 

A. That is a very general statement, Mr. Mauro. 
The transaction took place during a certain period 
of years when development was going on in that 

distmict 

Q. The Trail smelter -- correct me if Iam wrong -- 
was built and owned by F, A. Heinze; he had built 


the smelter in conjunction with the railway from 
Rossland to the smelter and there was approximately 33 miles of 
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rail line? 


A. It wasn't in conjunction in the legal sense. 
The Columbian Western Railway was one 
entity and the smelting company of which 

he evidently owned a share was another, 


Q. The first smelting unit of Heinze was in operation 
in February of 1896 and five furnaces by 1897, and 
the railway had been constructed under a charter 
granted to his company, the Columbia and Western Railway Company, 
whose franchise permitted construction to the Pacific coast; is 
that correct? 


A. I would accept that. 


Q. It was this franchise which I suggest was very 
important to the C,P,R, but would have been 
worthless without the complete link of the 

Crow's Nest line? 


A. No, 


Q. And I further suggest that it was for this 
railway of Heinze that the smelter was 
obtained ? 


a The smelter was obtained in the manner which I 
set out in my evidence, 


Q. I refer you to the Annual Report of 1897 of the 

C.P.R, at page 7, commencing, paragraph 10d: 

' The coal deposits made accessible by the 
Crow's Nest Railway are of great extent and extraordinary 
character. The aggregate thickness of the beds in the immediate 
vicinity of the railway exceeds 125 feet, and the coals are of 
excellent quality and makes superior coke, the latter being of 
a special consequence as affecting the smelting of ores; and in 
this connection it is worthy of remark that the mining districts 
of southern British Columbia are exceptionally fortunate in 
possessing an abundance of coal, a boundless supply of timber, 
numerous water-powers, a healthy climate, and, close at hand, 
agricultural district affording cheap and plentiful food. 
Arrangements have been completed, subject to the approval of the 
Dominion Parliament, whereby your Company may acquire the 
the Columbia and Western Railway extending from Robson to 
Rossland (33 miles)for the sum of $800,000. With this property 
will be acquired the smelting works at Trail Creek, and about 
270,000 acres of land in the vicinity, these being included in 
the purchase price named. 


Rossland having become the principal mining center in British 
Columbia, it was necessary either to build an independent line 
to that place or acquire the Columbian and Western Railway, and 
the latter was clearly the wiser course, ' 


Now the agreement with the government was executed in 
September, 1897, Mr. Reid? 


Ao Yes, 
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344, At page 2074: 


't ai 


And the C, P, R, took over the Trail smelter 
in March of 1898? 


I don't have the date. 
You could look that up? 


The agreement was dated February ll, 1898. 
It sounds reasonable, 


Then they operated under the name of Canadian 
Smelting Works? 


Yes. 


Now, between the organization of Consolidated 
and the year 1918 there was, as I understand it, 
a great deal of trouble in extracting the zinc, 
what subsequently was referred to as the Sullivan 


Yes, but the Sullivan mine was not in the picture 
as far as Consolidated was concerned at that 
time. 


But this smelter at Trail went into what 


subsequently became known as Consolidated 


een ee ee oe eee: 


Mining and Smelting? 


Did bilan We A 


My questions are restricted to the acquisition 
of the Trail smelter which was the introduction 
of the C,.P. Re. into this:valuable business of 


mining and smelting. In your summary you state that the interests 
in the smelter was purchased for $200, 000? 


re 


Q. 


after described, 


specified. 


Yes. 


Does that appear in the agreement between 
F, August Heinze and the trustees, that 
break down? 


I can read certain passages from the agreement 
which indicatehow it was done. 'The said vendor 
shall sell -- that is Angus and Shaugnessy -- 
shall purchase certain other properties herein- 
and at the price and on its terms hereinafter 


The purchasers will pay the said purchase price as soon as the 
land and properties described in the said Schedule A as those to 
be conveyed shall be conveyed to the purchaser as aforesaid. ' 


Q. 


A. 


What was the purchase price? 


$200, 000, 
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345, 


346, 


347, 


Q. What is the president of the Company 
referring to as $800, 000? 


A, The two amounts, namely; $600, 000 for the 
Columbia and Western, and $200, 000 for the 
Trail smelter, 
Q. It was one agreement, or two agreements? 
A. One agreement, "' 
At page 2076: 

"Mr. Mauro: I suggest, Mr. Reid, that the annual statement 
from which I quoted, that of 1897, sets out, in 
fact, the intent and nature of this purchase, 

that the C, P,R. was purchasing the Columbia and Western 
Railway extending from Robson to Rossland for the sum of 
$800,000, and with this property will be acquired the smelting 
works at Trail Creek and about 270,000 acres, and that 
subsequently a break-down was made at the time that the 
Consolidated Mining and Smelting operation came into existence 
to value the assets of the Trail smelter at $200, 000. 
A. That is not true Mr. Mauro. "' 
It becomes clear from a study of the agreements in the Annual Report, 
that, in fact, the purchase of the land and the Trail smelter was all 
one and the same operation. Subsequently for accounting purposes a 
break-down in values were made aspointed out, namely; $200, 000 as the 
value of the Trail smelter, and $600, 000 for the purchase of the 


Columbia and Western Railway, but in fact the intent and the result 


of the Crow's Nest Pass agreement was that for the payment of $800, 000 


the Canadian Pacific Railway received the interest of August Heinze in both 


the Columbia and Western Railway and in the Trail Smelter. 

This was the commencement of the Canadian Pacific Railway's interest in 
operations in this area of the Kootenays from which very substantial dividends 
have been received over the years. In the initial stage the Canadian 

Pacific acquired 25, 514 shares of the capital stock of the Consolidated 

Mining and Smelting, or 54.3%. As of 1958 their holdings totalled 

8,412,500 shares at a cost of $17, 460,561, having value representing 


51.4% of the capital stock of Consolidated Mining and Smelting, The 
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market value of these shares as at December 15, 1960 was approximately 
$168,000,000. The dividends received by the Canadian Pacific Railway 
from 1906 to 1959 under investment in Consolidated Mining and Smelting 
total $244, 606,527 as shown in Exhibit 122 filed by the Canadian Pacific 
Railway. 

348, As a result of the Parliamentary Committee hearings, the Federal 
Government in 1925 introduced legislation which varied the Crow's 
Nest Pass Agreement of 1897. The rates on westbound commodities 
were removed from the operation of the Agreement, whi le the rates 
on the movement of grain and grain products to export positions were 
extended to lines not only in existence in 1897 but to all lines of the 
Canadian Pacific Railway then in existence and to all future lines of 
railway. The rates eae the Crow's Nest Agreement were protected by 
statutory limitation on the powers of the Boat ot Transport Commissioners, 
The Board of Transport Commissioners extended this level of rates to 
westbound movement of grain and grain products to Vancouver for export 


fieioet ano tO. tie Port of.Churchill in 1951, 
Legal Aspects 


349. The Canadian Pacific Railway contends that the Agreement of 1897 came to 
an end by the amendment to the Railway Act in 1925, and that, in fact, 
there is not now in existence any Agreement such as the Crow's Nest 
Pass Agreement, but rather that these rates simply are statutory rates 
under the control of Parliament. As stated by the witness for the 
Canadian Pacific Railway at page 1451, Volume 11: 

" The 1925 amendment to the Railway Act which was fully 
implemented by 1927, superceded the rate provisions of 
the Crow's Nest Agreement and substituted a fixed 
statutory basis for grain rates moving to all export 


positions 


350, We can therefore assume that up to 1925 the Canadian Pacific Railway 
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admits the Crow's Nest Agreement of 1897 was valid and existing 
and that it was by an act of Parliament in 1925 that the Agreement 
came to an end, 

351. We will therefore confine our remarks in this aspect of the argument 
to discussing whether or not the Act of Parliament of 1925 did, in fact, 
supercede or rescind the provisions of the Crow's Nest Pass Agreement, 
We will consider this by viewing firstly the sole as of thoseinvolved 
in the 1925 legislation, together with the statements Bethe parties to the 
Agreement, namely; the Federal Government and the Canadian Pacific 
Railway. If the Act of 1925 did terminate the Agreement of 1897, then 
certainly the Canadian Pacific Railway was the beneficiary of untold 
advantages and the Canadian people, particularly the citizens of Western 
Canada, on whose behalf the Dominion Government entered into the contract, 
received little or nothing from the Agreement, 

352. If one recalls that the chief purpose of the Agreement was firstly, 
general rate control; secondly, the imposition of lower rates on westbound 
commodities; and thirdly, the imposition of lower rates on grain and 
grain products moving to export positions, one realizes that the rated on 
grain and grain products were controlled by the Crow's Nest Agreement 
for a total period of five years; namely;from 1899 to 1902 and from 1922 
to. 1925. Inthe intervening period they were controlled by the competition 
brought about through the operation of the Manitoba Agreement with the 
Canadian Northern palieee For this five year period of reduced rates 
on grain and grain products, the Canadian Pacific Railway would have 
received the vast benefits of establishing their monopoly position in 
southern Alberta and the Kootenays, $3,600,000 as a cash subsidy, land 
grants totalling 3,700,000 acres and, indirectly at least, their interest 


in Consolidated Mining and Smelting Company. 
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355. 


356. 


It is difficult to believe that the Canadian Pacific Railway would 

seriously argue that the Federal Government would permit the 

rescission of an Agreement that would result so clearly in advantage 

to one party and to the general disadvantage of the people of Canada, 

The argument is ludicrous on its face. A brief study of the facts 

surrounding the revision to the Agreement of 1925 and the statements 

of officers of Canadian Pacific point up that this was never the intention 

nor the effect of the amendment of 1925. It is important in this context 

to confine ourselves to a consideration of the statements of the parties 

at the time rather than using hind-sight to interpret unequivocal statements 

of parties to the Agreement. 

The Parliamentary Committee of 1922 was set up to investigate the 

operation of the Crow's Nest Agreement and its implications on the 

Canadian economy. The committee recommended that the terms of 

the Agreement be suspended except in the case of grain and flour moving 

under the provisions of the Agreement. The Western provinces objected 

to this decision and appealed to the Governor-in-Council. 

In order to ascertain the intent of the Canadian Pacific Railway in regard 

to variations in the Crow Agreement, we will examine the statements made 

on behalf of the railway during the hearing of that appeal. At page 1642, 

Volume 12, Counsel for the Province of Manitoba refers to the transcript 

of evidence of the appeal to the Governor-in-Council in 1924, particularly 

the statements of Mr. Lafleur, Counsel for the Canadian Pacific Railway: 

" Questioned by the Hon. Mr. Graham as to where he wanted 

these rates to take effect, Mr. Lafleur says: ' From points 
east of Fort William to western destinations; but you will 
notice, Mr. Premier and gentlemen, there are three limita- 
tions on this reduction -- it is to apply to a specified territory 
viz. the territory which was in 1890 covered by the lines of 
the Canadian Pacific Railway; it was applicable as to territory 
to the then existing mileage because it provides the reduction was 
to be made on the existing rates on the railway. So it was 
restricted as toterritory. In the next place, it was restricted 


as to the class of commodities. These were said to be more or 
less basic commodities, but were far from including all the 


. 


~ 


ad A. egahk aa? naceeeee st am 


eri stan 8 alt 


ne) 


\ he oe ne 
eed oie 


4 2 ps, AG 
eves arth atin Ove 


‘Ame 
hy 
' \ 7.) ‘ fy z » % ” 
4 ’ i aay aS i nsibieaat ‘ 20 ats ithe 
: : 
. “aA 
1, CNG) to tog mbreare eat to toe 
rf ; ” sults 
ae t ie 
st f a 
f A ely Me ey 
PAL Ake KAY, EDS iin ) CLAY Arn em ch tay y - act i} 
i . | a 
3 ae && a fis (F) agit. eis +e 
rf 
' f tps " ae | sails Tp 
| vi a n> mals 
= ry} of ? " 
ne Tia ts 
? t 
' a. crn an 
. 4, é 
LP ay , ta r LB te 
haa t 4 st 33 Lb 
wah ig 4p iniy 
’ bh 
ar 
" ’ 
’ « 
La 
j bi 
rt 
f 
‘ i - : 
-< 4 
* Daath) ad » ; ; 
a ; 
err | ’ ‘i! 


167 


basic commodities required in the Prairies, and the 
third limitation, it was to be, traffic westbound from 
points in the east to the west.'... ' Now I am not 
dealing with the grain situation now; I am dealing 
with the situation as it affects commodities other 
than grain and grain products, because we are not 
asking for any change in the conditions established 
in 1897 in regard to grain and grain products, You 
will recollect that question was gone into in 1922 
when an investigation was made before a special 
committee and the special committee reported 
against any change in the grain rates created in 

the arrangement of 1897, and simply recommended 
the suspension of the Crow's Nest Pass Agreement 
in regard to other commodities and it is in regard 

to these other commodities that we are now making 
our submission!', 


357, It is apparent from the foregoing statement of Counsel for the Canadian 
Pacific that the Company in 1924 was satisfied with the rates on grain 
and flour. 

358, At page 1645: 


" THE ACTING CHAIRMAN: Well, that is to say, Mr. Mauro, 
whether they were satisfied or 
dissatisfied, they were not 

after any change. 


MR, MAURO: That: is-right.” 

359. Subsequently the Government of Canada introduced legislation in 1925 
enacting what are now sub-sections 6 and 7 of section 328 of the Railway 
Act. This problem is discussed with the witness commencing at page 
1654, Volume 12: 


TEs Well, I will read you certain 
excerpts from the Parliamentary 
Debates and ask you to comment, 
I am reading from the Debates of the House of Commons, 1925, 
Volume 5, page 4309. The Honorable Mr. Graham, Minister 
of Railways is speaking: ' Now, there are two things that 
Parliament can do; it can insist on having the Crow's Nest 
Agreement remain in force in its entirety or it can remove 
it altogether from the statute books, But a third and middle 
course might be taken, and we are asking Parliament to remove 
from the agreement that part relating to westbound traffic, 
leaving to the Prairies and the West for the future all the benefits 
they haveever received, and more too, I think, on grain and flour," 


360. At page 1656: 
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ee. Iam now reading from page 4313 of the 
debates: 


'Mr. Hoey: There is no reference to the 
westbound rates on grain and flour? 


Mr. Graham: There never was. In this Bill we are sticking 

to the terms of the Crow's Nest Pass Agreement. I want to 
explain again that if we started in to make a wholesale tariff 

for all the different parts of Canada, which is the business of 
the Board of Railway Commissioners, I am afraid Parliament 
might not make a very good job of it. Consequently we are 
sticking to the terms of the Crow's Nest Pass Agreement. We 
are not making new legislation except in the manner I described 
a few minutes ago, eliminating that portion of the Crow's Nest 
Pass Agreement relating to westbound traffic but retaining every 
item of benefit the Prairie Provinces have had heretofore on 
grain and flour.. Now, let me read the proposed amendment, 

We have got to the point where all of the traffic but the westbound 
traffic is still under the Crow's Nest Pass Agreement and the 
balance is put under the Board of Railway Commissioners," 


361, At page 1657: 


ek And in the statement at the conclusion of the 

debate by the then Prime Minister, Mr. Mackenzie 
King, at page 4439: 

'In regard to allowing the maximum rates on grain and flour 

to remain, I would point out to my friends from British Columbia 

that the Government is not adding restrictions to the Railway 

Commission, but is rather subtracting from the limitations which 

the Crow's Nest Pass Agreement had imposed in the protection 

afforded the middle west. In other words, it is allowing part 

of that agreement to remain but it is taking away part. To that 

extent some sacrifice is being required of the middle west, but 

inasmuch as the Railway Commission is not given a free hand 

to equalize rates all over Canada regardless of the maximum 

rates that are being fixed for the middle west, to that extent 

also some sacrifice is being required of other parts of Canada, 

I ask, is it possible to gain support for any policy which demands 

a sacrifice only at one point and not at other points? 


In the interests of national unity, in the desire to bring about a 
policy of equalization of rates, the Government realizes that 
some sacrifice must perchance be temporarily borne by each 

of the Provinces. We have sought to make that sacrifice as 
equal as we can as respects all parts of the country, Now while 
we are taking away a part of the Crow's Nest Pass Agreement 
under this arrangement, the Government is extending the 


security with respect to flour and grain to an area much beyond 


that which was fixed in the original agreement, ' 
362, There can be no doubt from perusal of the debates in 1925 that the clear 
intention of Parliament, with the agreement of the Canadian Pacific Railway, 
was not to supersede or rescind the Agreement of 1897, but rather to 


vary that Agreement for the benefit of all parties involved. As stated 
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364, 


IG9 


by the speakers in the House, both sides were sacrificing certain 

rights. Certain rights of the prairie producer were being sacrificed 

while his rights under the Agreement were extended. It was preservation 
of rights rather than rescission of rights that was the intent of the 
legislation. 

The Canadian Pacific Railway, before this Commission has introduced 

the novel concept that in 1925, by legislation,the rates that had formerly 
been governed by the Agreement, now became statutory and that Parliament 
rescinded the Agreement and made the rates statutory. In other words,the 
Canadian Pacific Railway states that the rates prior to 1925 were governed 
by the Agreement, while after 1925 they were governed by statute, This 

is a complete fallacy. The rates from 1897 onward were as much statutory 
rates as they were subsequent 1925, The 1897 Agreement was 
meaningless without the enabling statute. This is made clear by reference 
to the Agreement dated September 1, 1897 and the statute itself which is 

61 Victoria, Chapter 5, assented to on June 29, 1897. Reference to the 
debates of 1925 corroborates the fact there was no change in the nature of 
the rates from agreed rates to statutory rates, The statements of the 
Minister of Railways, The Honorable Mr. Graham,clearly illustrates 

this. 

If the Crow's Nest Agreement was to be rescinded by the 1925 Act, it is 
submitted that Mr. Graham and the legal officers of the Federal Government 
would have repealed the statute of 1897. As Mr. Graham stated, the 
statute of 1897 was to remain on the statute books, It is as much an 
agreement and binding in law today as it was the day it was passed, subject 
only to the agreed revision of 1925, This is further illustrated by 
reference to the amendmentswhich were in fact adopted in 1925, We 

refer to Section 328, sub-section 6, of the Railway Act, being Chapter 234 


Revised Statutes of Canada, 1952, which reads as follows: 
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' Notwithstanding anything in subsection (5) rates on 
grain and flour, shall, on and from the 27th day of 
June, 1925, be governed by the provisions of the 
agreement made pursuant to chapter 5 of the statutes 
of Canada, 1897, but such rates shall apply to all 
such traffic moving from all points on all lines of 
railway west of Fort William to Fort William or 
Port Arthur over all lines now or hereafter 
constructed by any company subject to the jurisdiction 
of Parliament," 


If in fact there was a complete change in the nature of the rates, if 

there was to be rescission of the Crow's Nest Pass Agreement of 1897, 
why then would Parliament make these rates in the very amendment 

itself subject and to be governed by the provisions of the Agreement 

made pursuant to Chapter 5 of the Statutes of Canada, 1897? Parliament 
might have stated that the rates would be the same as those contained in 
the Agreement of 1897. In other words, Parliament might have introduced 


an amendment which was descriptive of the rates now to be brought 


_ under the operation of the Railway Act. On the contrary, the clear and 


366. 


367, 


unequivocal language of the amendment states that '' the rates after 

the 27th day of June, 1925 are ih be governed by the provisions of the 
Agreement made pursuant to Chapter 5 of the Statutes of Canada, The 
rates on grain and grain products moving to export positions were, from 
their inception in 1897, statutory rates, For anyone to suggest now that in 
1925, rates that were aneuioiele made by Agreement became statutory, 

is to fly in the face of clear facts, 

We have now established that the Crow's Nest Pass Agreement was a 
valid and binding contract in 1897 and that it was freely entered into by 
two contracting parties for valuable consideration, and acted upon by both 
of the parties to that Agreement. Further, that the contract existed 

to 1925 and it continues, with revision, after that date to the present time, 
It is important to consider the principle of the contract itself. It would 


be most unfortunate if this Commission, in an attempt to asssist a party 
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to a binding agreement, should make any recommendation that 
would do violence to the long established law regarding contractual 
rights and obligations, This is particularly important in the field of 
transportation in Canada and more so in the case of the Canadian 
Pacific Railway who, over a period of years, have entered into 
many binding agreements with the Federal authority. We would refer 
to the charter of the Canadian Pacific Railway and the incorporating 
statute of 1881, the statute which sanctioned and approved of the 
contract between the C. P,R, Syndicate and the Federal Government of 
that day. Section 3 of the Statute, Ch. 1, Statutes of Canada, 44 
Victoria 1881, reads as follows: - 
' Upon the organization of the said Company and the 

deposit by them with the Government of one million 

dollars in cash or securities approved by the Govern- 

ment, for the purpose in the said contract provided, 

that in consideration of the completion and perpetual 

and efficient operation of the railway by the said 

company, as stipulated in the said contract, the 

Government may grant to the company a subsidy of 

$25, 000, 000 in money and 25, 000, 000 acres in land, 

to be paid and conveyed to the company in the manner and 

proportions, and upon the terms and conditions agreed 

upon in the said contract, and may also grant to the 

company the land for right of way, stations, and other 

purposes and such other privileges as are provided for 

in the said contract,"' 

368. In addition to the foregoing, the Canadian Pacific Railway was granted 
freedom from taxation in perpetuity in the western regions of the 
country; freedom from duty on items to be brought into the country 
for the construction of the railway; freedom from taxation for stations, 
rights-of-way, and various other benefits. There has been no suggestion 
in these proceedings that this contract, freely entered into by the 
Federal authority and the C. P.R. syndicate, should in any way be 
infringed, restricted or varied, particularily if the infringment or 


variation were to react to the detriment of the Canadian Pacific Railway. 


369. We also refer to the contract entered into between the Canadian Pacific 
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Railway and the City of Winnipeg which has received judicial notice 

on more than one occasion. This case is particularly applicable 

to the inquiry before this Commission, since the Canadian Pacific 
Railway and others have constantly referred to the fact that the great 
inequity in the Crow's Nest Agreement is that it has committed the 
Canadian Pacific Railway to carrying grain at rates established in 
1897. Dothey seriously suggest that a binding agreement become less 
obligatory with the passage of time? The Canadian Pacific Railway has 
continually resisted any attempt on the part of the City of Winnipeg to 
rescind the agreement of 1880 and has challenged the argument of the 
City of Winnipeg that the City could have had no appreciation when they 
entered into the contract of the monetary loss to the City 80 years later. 

370. The analogy applies to the arguments of the Canadian Pacific Railway in 
1960 in relation to the Crow's Nest Pass Agreement of 1897. Granted 
the assumption that a valid contract was ateted into in 1897 and that 
there still exists a valid and binding agreement, the Canadian Pacific 
contends that the terms of the Agreement have become so onerous in 
1958 as to require relief. A Court of Equity might properly relieve 
one of the contracting parties from the operation cf specific terms of an 
agreement which prove to be unjustly onerous. The question that 
presents itself is therefore: When did the contract of 1897 become 
unjustly onerous to the Canadian Pacific Railway ? 

371, Clearly it was not unjustly onerous in 1902 because at that date the 
Canadian Pacific Railway voluntarily reduced the rates for the movement 
of grain to export positions as a result of the Manitoba Agreement and 
those rates remained in force until'1918. The Agreement and its 
application to the rates on grain and flour were not considered unjustly 
onerous in 1924 since Counsel for the Canadian Pacific Railway, appearing 
before the Governor-in-Council, stated categorically that the railway 


was seeking no revision in the rate structure on the movement of 
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372. 


fests 


export grain, 


The terms of the Crow's Nest Agreement were not unjustly onerous 


as late as 1938 because in that year the President of the Canadian 


Pacific Railway, speaking to the Senate Committee stated; 


" Sir William Van Horne made an agreement with the 


A} 


Government for the Crow's Nest Pass rates. A great 
many people criticized that because they said he only 
got 3 million dollars-odd in the way of subsidies for 
building that line, and in consideration of that he made 
this very drastic reduction on grain rates and certain 
other commodities westbound, I have always thought 
Sir William Van Horne was one hundred per cent 

right. He knew the geography of this country; he 

knew where our competition would come from and he 
knew our only salvation in the markets overseas 

was low freight rates in Canada, in view of our distances, 
I think he went into that with his eyes open and un- 
doubtedly made a good bargain, I think he made a good 
one, both for the country and the railways, and that 
must have been the influence that actuated him in that 
matter. 


373, At some indeterminable date between the statement of Sir Edward 


Beattie in 1938 and the submission of the Canadian Pacific Railway to 
the Turgeon Royal Commission in 1949, the rates on grain and flour 
moving to export in Western Canada became unjustly onerous to the 
Canadian Pacific Railway. However, even at this latter date, this 
independent tribunal, the Turgeon Royal Commission, stated: 


" It is assumed in this presentation by the Canadian 


Pacific Railway Company that the Crow's Nest Pass 
rates on grain and flour have always been a burden 
either upon the railways or upon the shippers and 
consignees of other commodities, 


The Company's assumption in this respect is not barne 

out by the facts. During the first period in the history of 
the Crow's Nest Pass rates, that is, from the coming 

into force of the Agreement of 1897 up to 1918, these 
rates cannot be said to have been a burden on anybody. 
After having been in effect for about four years, they 
were reduced by the Company itself in 1903 to the lower 
competitive level already referred to which remained in 
force for about fifteen years, that is, until the competition 
came to an end in 1918, These competitive rates would 
have prevailed throughout this long period even if the 
Crow's Nest Pass Agreement had never been made. Then 
followed the period of suspension ending in July 1922, during 


which, of course, these Crow's Nest Pass rates were not in 
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380, 


381, 


effect, (45) 


At page 244, of its Report in regard to the matter of burden, the 


Commission states: 


"In dealing with this subject ... the Commission has 
adopted the langugage generally used in discussing 
it and which, by repeated reference to the Agreement 
of 1897, conveys the idea that the matter is still 
essentially one of deciding whether or not the 
Canadian Pacific Railway Company should continue to 
be bound by a contract which, in its opinion, has 
become unreasonably onerous." 


At page 252: 


"On the whole therefore no justification can be found 
for the statement $hat the exemption of the Crow's 
Nest Pass rates causes an undue burden upon shippers 
as a whole or upon any particular class of shippers, 
The application made for the increas 
argument cannot be entertained, 


There remains the question of the railways themselves. 
Is there any reason why they should be indemnified 
against whatever additional burden they may suffer 

by reason of this exemption from increases of the 
Crow's Nest Pass rates? It is not easy to see what 
case can be made out for them in this respect. If 

the Crow's Nest Pess rates were made subject to 
general increases the ratio of the increases would 

go down. In any case the statement made by the 
Canadian Pacific Railway Company is to the effect 
that since 1922 the greater burden of the Crow's 

Nest Pass rates deficiency is borne by other shippers. 
This statement implies that there is really not much 
to be said against these rates in respect to their 

effect upon the railways. ' 


Therefore, up to the date of the findings of the Turgeon Commission in 
1951, the railways were unable to prove that there was any unjustly 
onerbdus provision in the Crow's Nest Pass Agreement that would 
warrant either rescission of the Agreement or assistance from the other 
contracting party to relieve against the operation of that Agreement. 
Eight years later, before the present Commission, the Canadian 

Pacific Railway contends that the cost of the movement of grain to 
export positions is so far below returning out-of-pockect costs as 


to impose an unfair burden on both shippers and carriers, The onus 
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383, 


a 
Ot 
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is therefore on the Canadian Pacific Railway to show cause why 
this Commission should come to a different conclusion than that 


reached by the Turgeon Commission eight years ago, 
Railway Cost Study 


We now turn to consider the evidence presented, The Canadian 
Pacific Railway called three witnesses: Dr. Ford K. Edwards, 
Mr. C, W. Smith, and Mr. J. Stenason, Dr. Ford K. Edwards, an 
experienced and much respected cost analyst from the United States, 
was called on behalf of both Canadian railways for the purpose of 
approving the basic approach used by Messrs, Stenason and Bandeen 
in the cost studies submitted. Dr. Edward's sole function in appearing 
before the Commission was to give an aura of respectability to costing 
techniques which he himself had not utilized to any extent and which in 
their present form, while novel, are as yet unproven. 
There are three basic concepts which are essential to the validity of the 
Canadian Pacific cost study. If any of these conceptual approaches 
are suspect or faulty, then it is submitted that the study resulting 
therefrom is itself suspect or faulty. These three 'building blocks" are: 

multiple regression technique as a costing device, 

solely related facilities and 

fully distributed costs as a basis for rate making, 
It is our submission that the study submitted by the Canadian Pacific 
Railway while interesting, is nothing more than another study. It should 
be treated in the same way as that submitted by the Canadian Pacific 
Railway to the Turgeon Commission in 1949, While the study is an 
interesting indicator of what the possible costs might be, it does not in 
any way represent the true or only cost for the carriage of grain to 
export positions. We will support this submission by reference to the 


examination of the witnesses called by the railway. 
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Multiple Regression as a Costing Technique 


384, Dr. Edwards, in reply to a question by Commissioner Platt at page 
2706, Volume 19, states: 


" Regression analysis here as used in this study 
primarily relates to the maintenance of way 
accounts, I believe some 37 per cent of the 
expenses involved were handled this way,"' 


385, At page 2707, in reply to a question by Mr. Sinclair as to the 
appropriateness of regression analysis, Dr, Edwards stated: 


"Yes, the use of regression analysis, particularily 
with multiple variables where appropriate, has 
resulted in an accurate determination of the 
variable costs associated with the study traffic. 
The use of regression techniques, applied to 
road maintenance accounts, has given the cost 
studies of Canadian National and Canadian Pacific 
a marked advantage over studies not using these 
techniques, "| 


366, At page 2706, question by Counsel for the Canadian Pacific Railway: 
"Q, Yes, what about the models used by the 
railways in the regression analysis in 
their cost studies? What is your comment . 
on them ? 

A, The models used in the regression analysis 
by Canadian National and Canadian Paeifie 
were suitable and meet accepted testa, 

The independent variables used in the various analysis were, 

in my opinion, correct and take inte account cost relations 

ships to the various output units whieh needed recognition," 

387, The inference from this direat examination was that multiple 

regression techniques had long-standing validity in costing circles 
and more particularly that the studies made by the Canadian Pacific 
and Canadian National Railways were beyond reproach in their use of 
this technique, Dr, Edwards! position was not so certain or categorical 
under eross-examination , Counsel for the Province of Manitoba, 
eommencing at page 12699, Volume 71 dealt with multiple regression 


technique and its acceptability by the Interstate Commerce Commission 


and costing experts in the United States, Counsel discussed with 
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Dr. Edwards , testimony in other cases in which his position had 
been considerably different from the dogmatic assertions before 
this Commission, 

388. At page 12729, Volume 72: 


ee The next reference I would bring to 
your attention is that of Docket 31503, 
Exhibit T 635, witness Ford K. Edwards, 
The Transcontinental Divisions case. I am reading from 
page 18 of your exhibit; 


'The reason for the unrealistic results produced by 

the Meier-Gepfert calculations appears from the 
assumptions inherent in multiple regression calcula- 
tions, and the failure of the data upon which the 
calculations were based to comply with those assump- 
tions. One of the fundamental assumptions underlying 
the use of multiple regression is that the so-called 
independent variables are independent. Thus, when 
total maintenance costs are expressed as a function 

of gross ton-miles and miles of track, the gross 
ton-miles and miles of track are assumed to be in- 
dependent; that is, one is not the function of the 

other. If this assumption is not correct, then the 

least squares calculation becomes either impossible 

or meaningless, depending upon the degree of correla- 
tion or lack of independence...If the relationship is not 
perfect but there is, nevertheless, a strong linear ten- 
dency, it is then possible to go through the mechanics 
of the least squares calculations and arrive at arithmetical 


values. The values so resulting, however, are said to 
be unstable and are often quite meaningless, and this is 


the case with the Meier-Gepfert calculations!,."' 


389, At page 12730: 


' For these 19 Midwestern roads the co-efficient of deter- 
mination between miles of track and gross ton miles is 
.89. This means that 89 per cent of the variation in gross 
ton miles is explained by the variation in miles of track. 
With such a strong relationship between variables assumed 
to be independent, it is not surprising that the multiple re- 
gression results are meaningless. 


The 95 per cent confidence intervals shown for the Mid- 
western roads on sheet 1 of Witness Gepfert's Exhibit 
MW-531 range from minus values to plus values. This 
means that the constants per mile of track contained in 
these regression analyses are not significantly different 
from zero. Whatever answer is obtained, whether plus 
or minus, is more of an accidental nature than a mean- 
ing ful figure. 
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"Q. I assume that the general analysis that 
you have submitted there, Dr, Edwards, 
in regard to the multiple regression 
calculations and the need to assure oneself of indepen- 
dence, real independence, still applies today, but you 
would apply this criterion and this check in assessing 
any multiple repression coefficients to determine whether 
or not thev were really independent before accepting as 
meaningful or statistically significant the resuits « 
those regressions ? 


oe That is’rirght. 
390. At page 1274] the witness explains his first contact with Messrs. 
Stenason and Bandeen and his advice to them: 


MO Now, in your statement in the Trans- 
continental Divisions case you mention 
this figure 95 per cent confidence, and 
I wondered whether you would tell this 
Commission what you, as a most ex- 

perienced man in this costing field, would accept as 

the limit of confidence, the standard of error, the 
point at which you would hold that a result was 
sufficiently insignificant or significant? Would you 
accept the 5 per cent standard error or 95 per cent 
confidence interval, or would you accept nine per 

cent or eight per cent? What is your range, 

Dr. Edwards? 


A. When I came to those tests, asl 
have explained, I first got some 
good men around me, sat down 

with them and had them tell me -- in the Divisions 

case we ran many, many regressions, tested many 
models. Those models all came to me, and when 
they came to me, why we sat down with the men that 
had prepared them, and our advisers, and analyzed 

them as to their tests of significance; but the 95 

per cent and 5 per cent factors you mentioned are 

commonly used, I know and used them," 


391, At page 12743: 


kD I say a man of your past, Dr. Edwards, 
would not accept a coefficient at the 90 
per cent level as suggested by Mr. .Stenason 
-~- I mean what I say --- because I have that respect for you, 
because it would be intellectually abhorrent to you to take 
a coefficient factor with that margin of error at 90 per cent 
level? 


A. Well, you really put me on the spot, because 
I have been making cost studies for twenty- 
five years all over the country that had wide 

acceptance, and it is only in the last couple of years or so 

that we began using these tests, So that when you say I 
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392, 


393, 


Lip 


would have backed away from this, we did not have 
multiple regression until IBM brought in the 650's 

in the last year or two, so in my past work we used 
simple regression on a vast scale by individual 
accounts isolating the expenses on the same railroad, 
on railroads of different densities; and out of that 

came this 80 per cent variability per cent 80 to 90 which 
we nave used at the 80 per cent level. 


Now, when you said I would never have used this 
confidence limit that you speak of, obviously I did 
not always have it at hand," 


In direct examination Dr. Edwards inferred that the techniques 
utilized by the Canadian Pacific Railway were in accordance with 
long standing methods utilized by himself and other costing experts, 
Under cross-examination he admits that in the twenty-five years 

that he has been involved in the field of costing, he has only utilized 
multiple regression in the last couple of years. In fact, this 
technique was sues Seer errel in his own mind when he was first 
approached by Messrs. Stenason and eCeREen in January, 1959. 

At page 12745: 


Ha Yes, it is rather coincidental, as a matter 
of fact, Dr. Edwards, that in this exhibit, 
when I was discussing it with Mr. Stenason, 

he told me that he rejected any arbitrary statement of the 

five per cent significance and there were certain coefficients 
significant at the 10 per cent or at the 90 per cent confidence 
interval, and in this very exhibit (Transcontinental Division 

case) at page 18 you said: , 


"For these 19 Midwestern roads the coefficient of determina- 
tion between miles of track and gross ton-miles is .89. This 
means that 89 per cent of the variation in gross ton-miles is 

explained by the variation in miles of track,! 


In other words, at the 89 per cent level. 'With such a strong 
relationship between variables assumed to be independent, 

it is not surprising that the multiple regression results are 
meaningless, ! 


So that in that exhibit you properly, through the instruction of 
your adviser, have rejected as meaningless co-efficients and 
variables that resulted within one per cent of what Mr. Stenason 
has said he has accepted, and you go on to say that you would 
accept as your minimum requirement of confidence, the 95 per 
cent interval of confidence or the 5 per cent standard of error? 
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I think it explains it, " 


394. At page 12748 Counsel for Manitoba referred to another case in which 


395. 


Dr. Edwards had given evidence, I.C.C, Docket 31503, cross-examina- 


tion by Mr, Freeman at Washington in April, 1959, Volume 40, pages 


9248 to 9250 of the ILC. C. Docket: 


en 


A. 


Does it raise statistical questions, questions 
of the statistical reliability of the procedure? 


It raises questions as to the practical mean- 
ingfulness of the data, 


But not technical statistical questions? 


Oh, I had nce question on the technical questions 
involved -- technical applications of the formula. 


From your standpoint is the standard error for 
the 14 Transcontinental Defendant roads of $176 


' under Equation 'A'"a satisfactory standard error? 


Well, I would say it is still a substantial range 
in the confidence intervals. 


That is, you do not regard it as satisfactory? 
Well, it is hard to take this data and qualify 


it or characterize it as satisfactory or unsatis- 
factory. These tests are measured as an approach 


to a problem -- a theoretical statistical approach to a problem that 
can be helpful and can be appraised, but they certainly have to be 
appraised in the light of practical observations. 


At page 12749, 


still referring to his evidence in the above I.C.C. Docket, 


Counsel quotes Dr. Edwards: 


I was intrigued by the subject at that time (multiple regression), 


I might say, I went over to American University and took a course 
of correlation analysis, which was a difficult course. 


When I got through with the course I took my problems to the 
instructor, in the Ways and Means of the Cost Section we were 
arriving at per-cent variable, and explained them to him. and 
asked him if there was possibility that we could abandon those 
practical observations, or the behaviourism of observed data 
for roads having different density levels, and turn for primary 
reliance on mathematical correlation analysis. 


His advice to nne was I should keep on relying on the type of 
data we were using. This other provides possibly supplementary 
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approach, but the other gave results that 

made sense -~ I mean the approach we had 
followed -- and is why I have relied basically 
upon that in my own reasoning. I have to be 

able to rationalize the result. I wouldn't trust 
any statistical device that I couldn't independently 
check by plain observations from current data 
reported in the accounts and in the statistics." 


396, At page 12753: 


be as Yes, well this evidence in April 3rd, 
1959, and on that date when my learned 
friends were in the process of conducting 
their examination of the grain study of the Dominion of 
Canada, you told Mr. Freeman in Washington, ! His 
advice to me was I should keep on relying on the type of 
data we were using, This other provides possibly 
supplementary approach, but the other gave results that 
made sence -- I mean the approach we had followed -- 
and is why I have relied basically upon that in my own 
reasoning, I have to be able to rationalize the result. 
I wouldn't trust any statistical device that I couldn't 
independently check by plain observations from current 
data reported in the accounts and in the statistics, ' 


I suggest to you, Dr. Edwards, that that is, in fact, 
your opinion today, that you are distrustful of 
statistical devices that do not conform to observed 
data, and this is the position you would want to 
place before the Commission? 


A. No, Iam not distrustful of statistics. 
I take statistics and -- 


Q. I think you are misunderstanding my 
question, 
A. You put more into my mouth than I 
said. 
Q. Iam not saying you distrust statistical 


devices. I said you distrusted statistical 
devices that do not conform to observed 
data. My question was, in reference to this, that -- 
' I would not trust any statistical devices that I couldn't 
independently check by plain observations from current 
data reported in the accounts and in the statistics, ! 


A, No, I don't distrust multiple regression, and 
I have used it, and in the Transcontinental 
Divisions case we used multiple regression 
analysis, but my experience has been through- 
out on my cost work that when anyone passes 
me a figure -- when my own staff passes me a figure -- it must 
comport in some degree with my own knowledge on the subject, 
because I have been running simple regression for 25 years, and 
when multiple regression came in it would be hard for me to 
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understand suddenly that all our simple regressions 
based on the accounts broken down through the 
accounting process rather than relying on multiple 
regression, that the two should harmonize, and I would 
say that the results do harmonize." 

397, Commissioner Mann with reference to Docket 31503 asked 


Dr. Edwards at page 12754, Volume 72: 


'" Today, do you perhaps feel that observation is 
supplementary to multiple regression tests? 


Witness: NoI would not say that." 

398, There was a.marked change in the thinking of Dr, Edwards 
from April, 1959, to December, 1959 when he gave his evidence before 
this Royal Commission. It is interesting to note that at the time he 
presented his evidence to the Interstate Coammerce Commission in 
the above Docket in April, 1959 he had already been retained by the 
Canadian Pacific and Canadian National Railways to advise them on 
their cost study. A perusal of the Pa aeueny of Dr, Edwards, under 


cross-eximination, establishes that as late as April 1959, he himself 


had grave doubts as tb the applicability of multiple regression technique, 
particularly where the results did not coincide with his own observed 


data, 


Solely Related Facilities 


399. The Canadian Pacific Railway has listed extensive trackage in Western 


"solelv related" 


Canada which they have arbitrarily determined to be 
facilities. The costs attributable to this mileage are charged to the 
movement of grain, At page 2741, Volume 19, Dr. Edwards discusses 
this concept, and at page 2742: 
G. Now, what about branch lines? 
A. Branch lines, the existence of which was oc- 
casioned by movement of any particular category 
of traffic, have been costed as solely related to 


the traffic involved. This procedure was followed before the 
Interstate Commerce Commission in the Southern Governors! 
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Grain case; in Re Fresh Vegetables from Texas, California, 
Arizona, and New Mexico; and in Re Transcontinental Divisions." 


The inference is that the Interstate Commerce Commission in the cases 


cited had adopted this concept of solely related facilities in regard to 
branch line operations, but under cross-examination at page 13043, 
Volume 74, it becomes clear that only Dr. Edwards had adopted this 
concept in the cases cited. 

ae © Now, we will take them one at a time, 


Dr. Edwards. Who followed this procedure 
in the Southern Governor's case? 


A. It was followed by the grain roads, and I 
was the witness for the grain roads. 

Q. And what was the decision in that case? 
We haven't had the decision yet. 

Q. Who followed this procedure in the Fresh 
Vegetable case? 

A. It was followed by the Trans-Continental roads, 


and I was the witness again. 
And what was the decision? 
The decision is still pending. It was followed 
in the Trans-Continental case on behalf of the 
Trans-Continental roads, and I was the 
witness in the case. 
Q. And what was the decision? 
A. We have not yet had a decision,"' 
The truth of the matter is that it was Dr. Edwards rather than the I.C.C., 
that had followed this principle in each of these cases, that the concept 
was strongly opposed in each case and that to date no decision has been 
reached in any of the cases. 
At page 2741, Volume 19, the witness Edwards details the conceptual 
approach to solely related facilities: 
' The variable expenses of handling any given study traffic 


include all expenses incurred as a result of the movement 
of such traffic. Included in these variable expenses are not 
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403. 


only fuel, wages, car repairs and similar items, but also 
the cost of maintenance and investment and fixed plant 
facilities, the existence of which was occasioned by the 
study traffic. To illustrate, the cost of fixed facilities 
for the platform handling of LCL freight have been 
treated as solely related to the handling of LCL freight, 
I am here referring to cost studies in the United States. 
Coal and ore dock facilities have been treated as solely 
related to the coal and ore movement, that is variable 
with the total movement of that particular traffic for 
which it is utilized. The principle of charging the cost 
of such fixed plant facilities as a variable cost of handling 
the study traffic requiring such facilities has been 
recognized by the Interstate Commerce Commission cost 
staff and provision has been made in standard costing 
forms for such treatment. " 
It is important to clarify the practice of the Interstate Commerce 
Commission in this regard because the evidence of Dr. Edwards 
in this instance as in the case of his testimony regarding multiple 
regression might lead one to conclude that the Interstate Commerce 
Commission Cost Section makes provision for the costing of solely 
related facilities in relation to branch lines. Such a conclusion 
is erroneous. The Cost Section of the Interstate Commerce Commission 
recognizes the solely related concept as a general proposition but 
imposes two conditions which must be met in the application of this 
concept. One, that the solely related constant expense be eliminated © 
entirely with the elimination of a specific service and Two, that the 
facilities or service be exclusively used for the traffic involved. The 
Cost Section in their studies used as an illustration the constant 
portion of expenses attributable to L.C. L. freight houses since 
freight houses could be eliminated if the entire L,C,L, service 


were eliminated, and in addition, L.C.L,. freight houses are used 


exclusively for L.C,L, freight. 


404. Schedule 1, sheet 4, footnote 3 of Rail Form A provides: 


'" The solely related expenses are those expenses which 
while not variable with individual units of traffic 
handled, nevertheless could be eliminated entirely if 
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the entire service were eliminated. For example, 

the constant portion of the operating expenses,. taxes, 
and return attributable to the operation of L,C.L, 
freight houses, could be eliminated if the entire L.C,L., 
service were eliminated. Such constant costs need not 
be considered in determining the out-of-pocket costs 

of a single shipment or movement. On the other hand, 
they should be considered in determining the out-of- 
pocket cost of rendering the complete L.C.L, service. 
Such solely related constant costs have the character- 
istics of constant costs generally, in that they cannot 
be directly assigned to particular L.C.L, movements, 
It is important to note that only the expenses for 
carload and L,C, L. platform work are treated as being 
solely related to carload or L.C.L. The freight house 
platform facilities, excluding those used in connection 
with transfers, are as a rule used exclusively for 

for la TeeeiC. 


405. The first problem that confronted Dr. Edwards was that of defining a 
branch line; nowhere in the record is this requirement satisfied. On 
an arbitrary basis determined by the Canadian Pacific Railway certain 
lines were separated from the main rail operation and designated as 
branch lines. Having arbitrarily segregated the lines deemed to be 
branch lines, the railway devised an arbitrary test to be applied in 
determining whether or not they were solely related. The complete 
inconsistency of Dr, Edwards! reasoning appears at page 13042, 
Volume 74: 

lh he Now,you have related these, you have 
referred to various facilities that have 
been treated as being solely related in 
he C. C, cost procedures, namely coal and ore dock 
facilities and the platforms for handling L,C.L, freight. 


What similar facilities are solely related to the handling 
of grain in Canada? 


A. The branch line trackage ona solely related 
facility. 
Q. You are not going to classify a branch line 


on a fixed cost, the same as an ore dock or 
the same asa platform for L,CL, freight 
handling? 


A. Iam, indeed. When these principles were 
enunciated by the cost section back in 1941, 
there are additional references beyond coal 

and ore dock stating that the same principle applies to branch 

lines. 
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Q. The I.C,C, has set forth that the same 
principle that applies to coal and ore 
dock and platforms on L.C.L. freight- 

handling applies to branch lines. Is that what you have 

just told me? 


A. Yes, That was in an exhibit introduced 
by myself back in 1941, when we were 
laying out these principles, That is in 

documents, introduced in Docket 28300, " 

There is in fact no such principle established by the I,C,.C., Cost 
Section, The principle upon which the concept of "solely related" 


is applied, if applied at all, is as above stated: that the solely 


related constant expenses can be eliminated entirely with the 


elimination of the specific service, and that the facilities be 


exclusively used for the traffic involved. 


Dr. Edwards was fully aware of this when he appeared before this 
Commission, he was fully aware that in the most recent case in 
which he appeared this same concept was vigorously attacked on the 
basis which we discussed with Dr. Edwards. At page 13047 
reference was made to Dr. Edwards! statement in direct testimony: 


"!'Branches which would not be economic but for the 
existence of the study traffic are solely related to 
the study traffic except where required for operational 
reasons', 


Q. ... Lam not referring to that part of 
the sentence, 'except where required for 
operational reasons.' The first part of 
the sentence reads: ' Branches which would not be economic 
but for the existence of the study traffic are solely related 
to the study traffic, ' 


My question is, branch lines which would otherwise be 
uneconomic are presently economic, according to this, 
because of the study traffic, because without the study 
they would be uneconomic. Branches which would not 
be economic but for the existence of the study traffic 
are solely related to study traffic. Branches which 
would not be economic but for the existence of the 
study traffic. Therefore branch lines which would 
otherwise be uneconomic are presently economic 
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because of the study traffic. 


Ae Yes, sir. 
Q. And your policy, therefore, of the 


solely relatedness would penalize 

this economic traffic, by fixing to it 
additional costs of operation for maintenance and over- 
head on your solely related? 


A. I am not trying to penalize anything or 

any traffic, I am just trying to look to 

the recovery of the fixed costs associated 
with that traffic in the handling of that traffic on the branch," 


408, At page 13050: 


hat Therefore, I have asked, that a shipper 
on a branch line would be wise to keep 
his traffic at a level which would make the 
line uneconomic, because as soon as his traffic leads to 
an economic line he may be required to pay not only the 
cost of moving his traffic but the deficiencies of any other 
traffic moving on the line; that if a line were able to 
handle lumber in Northern Ontario... that that was at 
least the initial reason for it -- and then a saw mill or 
some other type of processing established itself ora 
mine, and the first purpose for which the line was built 
ceases to exist, the second fellow may find himself not 
only paying the cost of moving his own traffic but any 
def iciency caused by any other traffic utilizing that 
line, 


A. Well, the other traffic does not create 
a deficiency. It is generating under its 
rate structure, which may be high or low, 
whatever it can yield through that, but that residual burden, 
if the line is to be maintained, must fall upon the economic 
traffic, if the line is not to be torn up. 


Q. So that where the railways have lost traffic 
to other media of transportation, the 


remaining captive traffic must pay? 
A. If that line is to be supported by the traffic 


that uses the facilities, and requires the 
facility." 
409. The branch line problem as it applies to the Canadian Pacific Railway 
is not created by the handling of grain, The grain traffic is carrying 


whatever burden it is capable of carrying in the rate structure and 


making its fair contribution. The problem for the Canadian Pacific 


= 


7, 


‘ ¥ 
.7 } 
‘ 
Se 
Pa 
” esas 
. 
> as | v i ' - 
Daa 2 wittt® S7e1 3 
Se 
AL 9fiisosT aalnanal ags tc 
. a TT _ 
7 é f 
} y <¢ 


7 \ 


a 


- 


t 


Fine? aloiondeos eit 


= le mee 


7% a6 
- A x 
“ i 
7 : ary 


salted? yi 


7 | i * af oe , 
= eek * iby 


hve Mou 10c0¢ bitA- ; 
belsies yislog | © 
sayo Io siede bettie 


‘st sorts 


) pil iAley Yiolos wor Mm based 


7 winys? Jon ae | A 
“ 
_ 4 » 
gia] ,offiet? yna 
¥ 
: rIOS i eri? 
‘ 
oat Ch ie 4 é 
i srlibaad edt at alters tan? ditw 
be 
vent | stoligienti 
j i - . 
I noe {U0 
4 p ‘i 
a eek * Sal 
gor, 
as 3 iS eOLiiiOs 
j z = + 
} I “ ont “ar? 
tS 7% 7it 3 
'y wd 2 13 8in | 
; i4 — , : 
: 5 ce « ad 4 Agave 
aA tS Lori A 
gr 4 
UV) iat i del ity 
Li se OO' Ue) TF 2 ot 
4 
‘ ; © he! oe" ’ ft 
On ai ¢ ria P * 
ti c) ‘ eo). 3 Hi 
° - © 
; 
/ _— 
; ) BEG ROD V 
3 f 
& 
| ‘ i) 
& 
i“ 6fe 
i ex dey ) A 
i me ed A 4 d Ld 
. 
if ad i< ‘lI ois Vs & 
: , se s 
a iy _. nit oF 
¢ ros 
‘J P| 0? @G 
tae _ oe aan 
ii SITS 
7? 7] 
. ingngee 
near 
les : 4 Sh 
ore + Aegis ow - 
’ r 
A 4 
eee ae 
a Lis i = SrtA 
y’ ¥ |b ret \ sritit soe ~ 
4 9 ‘ 2° 4 4 ~ 


oc 


‘OGEl eyed NM 


A 


410. 


vey 


is, 


158 


Railway, if a problem exists, is that it has been unwilling or unable 

to compete with the other modes of transportation and retain sufficient 
traffic to justify the branch line facilities. 

At page 13051, Commissioner Balch asked Dr. Edwards if the elimina- 
tion of the study traffic would result in discontinuance of branch lines: 


ees Yes, then every branch line we are talking 
about would be a branch line that should be 
abandoned forthright. 


Mr. Mauro: Would you not be discontinuing an economic 
line then, because you say that these lines 
would be uneconomic except for the study 

traffic? You've told us that it is the study traffic which 

makes these lines economic, and you would not discontinue 
an economic line, would you? 


A, I would not discontinue an economic line, no, 
but I would expect, in costing the traffic of 
that line that is responsible for the existence 

of the line to recognize the burden of the cost and costs present 

in that line." 


The witness found himself in the unfortunate position of recommending 
that either economic branch lines be abandoned, which must reflect on 
the revenues of the railway or of penalizing what is presently economic 
traffic, Either approach is completely inconsistent with the position 
of Dr, Edwards regarding the penalizing of economic traffic on branch 
lines. 

At page 13072, Dr. Edwards' difficulty in reconciling his impossible 
position becomes apparent. Dr. Edwards had stated: 


"tThat the grain traffic should properly bear its economic 
share of the full costs of operating all of the branch 
lines on which it moves, including those not solely 
related to grain. Value of service conditions considered, 
grain traffic should not shift the overhead cost burden on 
such branch lines entirely to other traffic moving thereon 
or to traffic generally. '! 


Mr. Mauro: --- I think it pretty well states 
what you have been telling us here, 
that in your approach to these 

problems... in addition to the out-of-pocket costs, such 

traffic on solely related lines should bear the constant? 


A. Yes, 


Q. Now, as I understand this 
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position, Dr. Edwards, you 

contend that branch lines exist 
to service traffic that originates and terminates on those 
lines ? 


1 That is right. 


Q. And that the cost, both variable and 
fixed, of operating and maintaining 
these lines must be borne by the 

traffic using the lines in question? 


A. That is right. 


Q. And that unless this is done a burden 
is placed on other traffic ? 


A. That would be right. 


Q. Now, I thought we would try to 
apply this to the Canadian scene, 
and we will start inthe M ritime 

region. I assume that the rail lines in the Maritimes region 

are there for traffic that originates or is destined to the 

Maritimes, and unless this traffic bears its fully distributed 

cost then a burden is placed on other traffic? 


A, I don't know of any solely related 
branches in the Maritimes. If 
there are solely related branches 

there, that would be the case. 


Q. I am trying to go to the heart of the 
concept itself, that where there isa 
line and the purpose of the line is to 

service traffic that originates and terminates on that line, and 

that unless the traffic which originates and terminates on that 
line bears its fully distributed cost it places a burden on other 
traffic. That is actually the basic philosophy behind it, in its 
simplest terms. The thinking is if they have a line of rail that 
rail line is there to service the traffic that uses the line. 


The Chairman: That is all the traffic. 
Mr. Mauro: And unless all the traffic that uses 


that line can meet its fully distributed 
cost, then a burden is placed on other 


traffic ? 
A, That would be so, 
Q; So taking the Maritime region of 


Canada, we have extensive rail 
facilities in the Maritime region; and 
the only purpose of those rail facilities in the Maritime region 
is to service traffic that originates or is destined to the Maritimes, 
and unless it provides revenues which cover the fully distributed 
cost of maintaining and servicing that rail line, there is a burden 
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put on other traffic. 
A, That would be true. 


Q. And then the lines in the Province 
of Quebec, moving westerly, were 
similarily constructed for traffic 

which originates and terminates in the Province of Quebec, 

and unless the rates charged in the Province of Quebec return 
full cost, a burden is placed on other traffic, 


A. Yes, a burden is placed on other 
through traffic. 


Q. And that can continue through Ontario, 
Manitoba, Saskatchewan, Alberta, 
British Columbia, that the lingsin 
those provinces were constructed to service the traffic which 
originates and which is destined to that area, and unless rates 
in those provinces meet fully distributed costs, a burden is 
placed on other traffic ? 


A. Are you talking about branch lines 
or through---, 


Q. I am talking about all traffic. 
a On all lines? 
Q. Yes, on alllines, because under the 


requirements formula whatever, is 

not picked up by one traffic, if costs 

increase and fully distributed costs 

are not covered in those areas, a 
burden is placed on other traffic to pick it up. 


Chairman: On all branch lines, 
Mr. Mauro: No, on all lines. 


Om Well, I have never conceived that 
solely relatedness being applied to 
the main lines. I have looked at the 

separable facilities. When you are talking about the main lines, 

it is like cutting a dog in three pieces--the parts can't live, 
presumably. So it is the variable parts of the operation I have 
treated that way. But the entirety of the burden must be met 

in the sum total constant cost. 


Q. There is a totality of burden. Take 
the Canadian Pacific Railway. There 
is a totality of burden, and this totality 

of burden is distributed over all of the traffic; is that correct? 


AY That is correct, 
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Q. And a certain traffic over certain 
lines, without restricting it to the 
branch line, does not return its 

fully distributed cost to the extent it fails a burden is placed 

on other traffic if the C,P,R. is to recover this totality of 
burden, 

A. Well, strictly speaking, no; for 
the reason that if any traffic fails 
to recover its fully distributed cost 

it is necessarily burdening other traffic -- that goes back to the 

question of value of service on that traffic and if it is 
contributing, making its maximum contribution, its elasticity 

of demand for transportation considered, then it is not burdening 

other traffic.” 

413, The inconsistency of this approach is illustrated by the evidence 
commencing at page 13078 where Counsel for the Province of Manitoba 
discussed Dr. Edwards! definition, and with reference to the Maritime 
region suggested that the lines in the Maritime region were there and 
were constructed to service traffic originating and destined to that 
region. The witness agreed that this was the case with these lines, 
Counsel then suggested that these lines, if they were not meeting the 
fully distributed cost of providing the service, were, in fact, a burden 
on other traffic if one applied Dr. Edwards! philosophy of solely related 
facilities. Counsel applied the same reasoning to the lines existing 
in Quebec and Ontario, in the Prairie region and in British Columbia 
respectively. The only answer that Dr. Edwards could give to this 
obviously absurd situation was at page 13078: - 

LN Well, I have never carried it that 
far, to say that the fact that they did 
not cover the solely related cost 

was burdening other traffic. If they maximize their 
contribution as a whole, I have never carried that into 

slicing up the railroad into pieces, sectional pieces, I think 

it is one big frame. What do you want me to think?" 

414. The Province of Manitoba does not want Dr. Edwards to think anything, 
We are attempting to follow through his reasoning on this matter of the 
costing of grain. The witness has attempted in the case of the study 


traffic to sectionalize or dismember the Canadian Pacific system by 


arbitrarily cutting up into sections those lines which he deemed to be 


solely related to the stiidy traffic, There was apparently no difficulty 
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in the mind of Dr. Edwards and of the Canadian Pacific Railway cost 
experts in deciding which lines could be severable from the main 
plant for this costing operation, but there is great difficulty when 

the concept is applied generally to the Canadian Pacific system across 
the Dominion, Ina final attempt to give some rational explanation for 
this inconsistency, Dr. Edwards states at page 13080: - 

'" Well, fundamentally, Mr. Mauro, I have looked upon all 
these branches as variable. I have looked upon them as 
broadly and conceptually as variable in the way the train 
crews or fuel might be variable, in that these lines might 
be dispensed with. The branch lines might come and go as 
fuel or train crews might come and go, 

Dr. Edwards found himself faced with a dilemma. Either, as he 

admits, the concept applies consistently, which would result in the 
dismemberment of the Canadian Pacific Railway system, or alternatively 
in the penalizing of shippers of particular commodities because of deficits 
in branch line operations, whether or not those A Si do, in fact, 
utilize branch line services. 

At page 13081, Counsel for the Province of Manitoba chose the 

example of a lumber operation on a branch line in British Columbia and 
another lumber operation situated on a main line in British Columbia. 

He posed the question that if it became apparent that the branch line 


was solely related to the movement of lumber and should be required to 


pay higher rates, why should the lumber operator on the main line be 


' penalized by having to pay higher rates on his commodity even though 


the movement of his commodity apparently was not solely related to the 
main line nor had it occasioned any increased cost. Counsel suggested 
to the witness that if he were to be consistent and equitable, the real 
method of solving his so-called ''solely related branch line problem" 
would be by a method of branch line arbitraries rather than affixing 

to the complete commodity movement additional cost not warranted by 


the movement of the traffic as a whole. Dr. Edwards replied that he 


had given no consideration to this, 
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It is respectfully submitted that Dr. Edwards has not given full 
consideration to the implications of this theory. The fact is that 

branch lines as such cannot be properly segregated. The witness 
attempted to utilize the abandonment theory regarding branch lines 

and apply a similar test to his solely related theory. The abandonment 
test is not the solely related test. The Interstate Commerce Commission 
on numerous occasions and in their published periodicals has pointed 

out that they are not the same. In the case of branch lines the 
abandonment theory of 50% of the traffic has been established over a 
considerable period of time and is generally applied in these applications. 
In the case of solely related facilities the two qualifications which we 
have set out above are those applied by the Interstate Commerce 
Commission; namely, that the total constant expense could be eliminated 
by the elimination of the service, and secondly-that the service is 
exclusively used for the traffic involved. 

In the case of the Canadian Pacific, branch lines have never been defined. 
They are a part, and an integral part, of the Canadian Pacific system. 
They were constructed on the basis of decisions of management as 
light-carrying lines feeding traffic into the transcontinental system 

and providing traffic for these main trunk lines moving east and west 

in Carada. If it were not for the branch lines into the various localities 
in Canada, traffic otherwise destined to or from thoselocalities would 
move by some other form of transportation and traffic originating 

in these localities destined for areas in other parts of Canada wo uld 
move by some other form of transportation, The branch lines, 

from their inception to their present day operation, are in fact, an 
integral part of the over-all rail operation. 

In this regard we would refer to the statement of the Executive Vice- 


President of the Canadian Pacific Railway, one who can speak with 
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authority on this matter of branch line definition and operation. 

At page 18752, Volume 113, we were discussing the matter of the 
Manitoba proposal on Branch Line Maintenance Fund and the witness 
states: - 


" As to the fact that there is implicit in the Manitoba 
proposal cross-subsidization between branch lines 
and main lines, -- that is the fact of life. It cannot 
be otherwise in the nature of things. 


The alternative to that, would, of course, bea scale 
of rates that were higher on branch lines than on main 
lines which has generally been regarded as repugnant 
and the trend in recent years has been quite in the 
opposite direction. But, if you want to avoid cross- 
subsidization, that is the sort of system you would 
have to have, and I do not think it would meet the 
situation at all. There seems to be a concept that 
branch lines can be divorced and separated from main 
lines and that you put one in one category and one in 
another category. Ido not think that is a realistic 
way to look at the situation, if I may say so, The fact 
is that branch lines and main lines are all part of the 
railway system. The difference -- and it is only the 
difference in degree -- is that the main lines are the 
through traffic handling arteries while the branch 
lines are the traffic originating or in some cases, 
terminating limbs, if you like... 


Some branch lines in addition to carrying the traffic 


which originates or terminates, carries some through 
traffic. So, there is no clear and sharp distinction." 


Just and Reasonable Rates 


420. This problem is perhaps the most important aspect of the submission 
of the Canadian Pacific Railway. The railway's attempted to establish 
on the basis of cost data the returns from statutory rates towards 
"out-of-pocket costs", and ''fully distributed costs'', and to establish 
what the rate should be for the carriage of grain to export positions, 
Its importance in the context of the Commission's work is that this 
evidence forms the basis for the rate that the railways claim is just 
and reasonable for the movement of grain to export positions. For 


the present the railways are suggesting that the difference between the 
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present rates and the proposed rates be met from the Federal 
Treasury. Regardless of the method of compensation proposed by 
the railways, it is these rates that the railways are demanding 
from the Western Canadian farmer. 
The Canadian Pacific Railway submitted cost figures setting out the 
out-of-pocket or variable costs of carrying the traffic, and suggested 
that in the case of the movement of grain they should receive for their 
services not only their variable costs or a specified percentage above 
their variable costs, but rather the fully distributed cost of providing 
the service, 
At page 2457, Volume 17, in direct examination of Mr. Stenason: 
Qs Could we come back to the 
relationship of the revenues 
and costs on a ton-mile basis? 

A. The revenue per ton-mile is .5 
cents, The variable cost is .74 cents, 
which makes a revenue deficiency 

on a variable cost basis of .24 cents. The total cost is 1 cent 

which makes for a total revenue deficiency on a total cost 

basis of .5 cents," 
The witness went on to state that in his opinion a just and reasonable 
rate for the carriage of grain would be a rate that reflected its full 
cost. While the witness was willing to make a categorical statement 
as to the fairness of the rate proposed and the underlying principle, 
the Canadian Pacific Railway felt that Mr. Stenason was not ina 
position to speak with authority as a rate making expert. 
Dr. Ford K. Edwards was therefore called to support the amazing 
proposition that grain should be affixed with a rate which returned not 
only variable cost, including such items as cost of money; not only 
variable cost plus a contribution towards overhead; but a rate 
returning fully distributed or total cost. 


At page 2647, Volume 19, Dr. Edwards indicated how a fair proportion 


of contribution to overhead is determined: 
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" What constitutes a 'fair proportion' of the constant 
cost involves economic and traffic consideration. 
The basic consideration from an economic standpoint 
is that a large segment of traffic, such as Western 
grain moving to export positions, should not be a 
burden on other traffic. To avoid being a burden on 
other traffic or on the railways, the revenues 
received from this large segment of traffic cannot 
be appreciably lower than total cost." 


425. At page 12585, Volume 71, Counsel for the Province of Manitoba 
referred to the above statment of Dr, Edwards and asked: 


ae * As a former director of the 
Department of Coal Economics of 
the National Coal Association, 
Mr. Edwards, could you tell us whether coal returns fully 
distributed costs in the United States? 


A. Coal moves at something less than 
the so-called fully distributed ton 
and.ton-mile apportionment. 

However, the issue is the same here, the rates should not be 
lower than what the traffic can properly bear, the value of the 
commodity, competitive considerations and the effect in parti- 
cular of the rates upon the movement of the traffic. Those 
are all the economic and traffic considerations that are behind 
my statement here, and coal rates, I might say, the greatest 
dollar contribution to burden of all traffic in the United States. 


Q. That is exactly the point Iam going 

to come to, Mr. Edwards, and so 

that we bring the Commission along 
with that and other things, you said something less than fully 
distributed costs. I think that we should try and put on the 
record the exact contribution of coal revenue-wise and percentage- 
wise and I will now refer to the burden study, a document entitled 
"Distribution of Rail Revenue Contribution by Commodity Groups, 
1957", and I am referring to page 38." 


(These figures are set out in the document referred to as 
percentage of fully distributed costs, being 100%.) 


426. At page 12587: 


shag 8 At page 38 of that Document, bituminous 
Coak, “Uo toul, Sis) Loa. otticinl 
to official, 81%; south to south, 77%; 
west to west, 68%; official to south, 86%; south to official, 72%; 
official to west, 76%; south to west, 73%. So that while in none 
of the regions does coal return fully distributed costs, it is still 
the largest contributor to overhead in the United States. 
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A. Yes, That arises from lower 
than average contribution per unit 
of traffic handled, per revenue ton 

mile, let's say, multiplied by the volume of traffic attracted 

by that rate. 


Q. Yes. So when you are discussing 
contribution to revenue on a volume 
traffic such as coal, fully 

distributed cost is completely mythical in trying to determine 

whether or not it will make a substantial contribution to 
revenue, because in the United States, while in no district 
does coal become fully distributed costs, yet in that same 
document which I referred you to, the front page of it, which 
is bituminous coal, it makes a contribution of $200-odd 
million, making it the largest single contributor, That is 
correct, Mr, Edwards, isn't it; it is the largest contributor 
to burden in the United States?" 

427, The witness made the fascinating observation that the movement of 
coal in the United States differs from the movement of export grain 
in Canada in that our grain is not subject to the same competitive 
conditions that coal must meet, Charity demands that we overlook 
this statement since Dr, Edwards is obviously not aware of the competitive 
conditions that Canadian export grain must meet in the markets of the 
world, including competition from subsidized grain from the United 
States, 

428, We compared the empty return movement in the case of coal in the 
United States and export grainin Canada, The empty return movement 
as set out by Dr. Edwards at page 2659, Volume 19, was that the 
ratio empty to loaded car-miles for the study traffic was 57.3% for 
the Canadian National and 57.7% for the Canadian Pacific, 

429, At page 12590; 

"Mr, Mauro: Now, I wonder if you will agree, 
Dr, Edwards, that the movement 
of coal in the United States has a 
very large empty return movement? 


A, It does," 


430, At page 12591: 


LE ee I refer... to a document published 
by the Interstate Commerce 


Commission entitled | Rail 
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Carload Cost Scales by Territories for the Year 1958', 
and at page 12 of that document under heading "Ratio of 
Loaded to Empty Car Miles by Type of Equipment, 

Year, 1958, Hopper Open to Pocahontas Region, 0,91." 
So that there is less than one loaded car mile for every 


empty car mile in the Pocahontas region. Would that 
reflect your experience? 


A. That is right." 


431. In other words, while coal inthe U.S, has an empty car mile ratio 


432, 


of .91,grain in Canada has an empty car ratio of .57, indicating 


that the empty car ratio of coal in the United States is almost 60% 


higher than the empty car ratio of grain in Canada, 


The witness in direct testimony, implied that the concept of fully 
distributed costs was the principle utilized by the Interstate 
Commerce Commission in the United States for rate making purposes, 

The question was raised with him again under 
cross-examination and he replied at page 12594: 


"A, Well, yes, in the long run they would, but this is a very 
fundamental and almost elementary statement of how you 
make rates, and I cannot conceive of any informed 
regulatory body long departing from the elements of 
rate-making that are set out here. 


Mr. Mauro: Q. All right. As you told my learned 
friend at 2649, this is in effect 
synthesizes your position. 


A. Yes, sir. 


Q. Then I want to refer youtoa 

document entitled ''Explanation of 

Rail Cost Finding Procedures and 
Principles Relating to the Use of Costs'' prepared by the Cost- 
Finding Section of the Interstate Commerce Commission --- 
and at page 21 of that document reference is made to the 
decision of the Supreme Court of the United States in Northern 
Pacific vs. North Dakota, the same case that you and I have 
been talking about? 


A, Yes, sir. 
A They (Cost Finding Section) are 


discussing disposition of constant 
costs and I shall read from page 19: 
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' Rule of Northern Pacific Railway Company vs. 
North Dakota: 


As the dispositior of the constant expenses in a cost 

study must give cu1.c01deration to the pronouncements 

of the Courts, refe.;ence is made to the decision of the 
Supreme Court in Northern Pacific Railway Company 

vs. North Dakota. The Court found that rates fixed by 
the State of North Dakota on lignite coal were confiscatory 
in that they did not cover the full cost of the service, 
including an apportionment of the non-variable expenses.... 
While this statement indicates that all costs must be 
taken into consideration in fixing rates, the Court, 
nevertheless, appreciated the problem of dealing with 

the constant expenses when it laid down the following 

rule: 


' The outlays that exclusively pertain to a given class 

of traffic must be assigned to that class, and the other 
expenses must be fairly apportioned. It may be difficult 
to make such an apportionment, but when conclusions are 
based on cost the entire cost must be taken into account.! " 


C. continues: 
" '! The view has sometimes been expressed that under 

this rule a rate, to be above a confiscatory level, must 
cover the assignable ( out-of-pocket) costs plus some 
arbitrary apportionment of the constant costs, But, as 
economists have hastened to point out, the effect would 

be to give to the treatment of the constant costs a 

rigidity in law which they do not have in economics and 
cannot have in the practical aspects of rate making, The 
value-of-the-service (demand) factor is not identical for 

all freight or all markets. Prices are never based on an 
arbitrary apportionment of the constant or fixed expenses, 
Indirect expenses never burden all traffic proportionately, 
ton for ton, irrespective of the ability of the traffic to pay. 
Such an approach, indeed, would be contrary to the principle 


that low unit contributions to the constant costs may yield 


increased aggregate contributions as a result of added 
ee 
volume,!' 


434, At page 21: 


" 'iIt appears from the preceding citation that the Court 


in using the term ‘fairly apportioned' did not mean that 

the rates should be constructed by taking the out-of-pocket 
costs and adding thereto some amount which is based ona 
statistical apportionment of the constant or fixed costs. 
The Court specifically stated that the value of service ( i.e. 
demand) should be considered. As pointed out earlier in 
this chapter, value of service (demand) is, indeed, the key to 


-a 'fair apportionment! of the constant costs, 


In the first citation given above the Court stated that when 
conclusions are based on cost the entire cost must be taken 
into account. This is interpreted as meaning that the 
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ratemaker can ignore neither the existence of the 
constant costs ( or burden ) nor the necessity of the 
traffic in question making a proper contribution to 
such costs, However, the measure of such contri- 
bution rests on value-of-service considerations and 
not on cost considerations. Any other concept could 
not be reconciled with the fundamental nature of 
transportation costs,! 


I would presume, Dr. Edwards, that what I have 
read to you is also in fact your position on the 
interpretation for rate making purposes of the 
Supreme Court Decision in North Dakota? 


A. Yes, sir, I wrote this and 
I certainly subscribe to it 
as well today as I did when 

I wrote it.'' 


435, At page 12601, the following appears: 


" 


Q. I thought we might just put on 

the record again the statement of 

the Interstate Commerce Commission 
on this point, which, I think, might be helpful. It is at page 3 
of(their Document) 4-54: 


' Constant costs represent the difference between the out- 
of-pocket, or variable costs, and the total costs, They 
consist of those costs which, within the limits of the range of 
output under study, are unaffected by increases or 
decreases in production. ... The constant costs are, in 
effect, expenses which are incurred on behalf of the 
operation as a whole, and inasmuch as they can be avoided 
only by abandoning the entire operation, or, at least, 

very substantial portions of it. They cannot be traced to 
particular units of output or classes of customers. They 
continue to exist irrespective of whether or not any given unit 
is produced: 


So that, again, the important determination, in the first 
instance, in costing is the determination of the out-of- 

pocket expenses and then to what extent of the fully distributed 
cost you apportion this constant factor; and that can be 
apportioned in a number of ways. You have mentioned two -- 
either on a percentage basis or on a ton-and-ton- mile basis? 


A. Yes, 


Q. And this is a matter for the rate 
maker, in fact? 


A. Yes; it must be ever kept in mind 
the amount of it and how you are 
going to recover it, 


Q. Now, Dr. Edwards, you have 
mentioned just a few minutes ago 
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that you have discussed this 
matter in a number of cases and ina number of 
documents, and I thought it would be helpful if we could 
refer to some of the statements and you might simply 
comment as to whether or not your position on the subject 
remains the same as previously stated? 


The first document that I will refer to is ICC docket 28300, 
Class Rate Investigation, 1939, and it is a statement of 
Ford K. Edwards in reply to the criticisms of exhibits 
introduced by him. This statement is dated February, 1943. 
At page 12 of the statement, in your rebuttal section 8, 

you are referring to statements made by Mr. Kerr: 


Mr. Kerr states that assuming that the average unit of 
cost ton-mile is less than or at least not higher than in 
the Eastern District, such unit cost could not safely be 
used in measuring the reasonableness of rates in one 
section versus another for the reason that compositions 
of traffic from which the aggregate revenues are produced 
are fully different .... 2? ! 


Your answer was: 


' The cost study serves to evaluate in cents per 100 pounds 
such differences in transportation conditions as weight of 
load, tare weight of car, per cent of empty return, length 

of haul and whether carload or less than carload to the degree 
that these affect costs. As tothe transportation burden, which 
I interpret as meaning the constant or indirect expense, it 
provides no guide as to its distribution over commodities of 
different ability to pay. The cost study, in my opinion, can 
only indicate the amount of such burden as stated in the 
aggregate and as produced prorata to an amount per revenue 
unit of traffic handled. ' 


Q. You have no reason to change your 
opinion which you gave in 1943? 


A. No; except that I would state this, 
that a number of studies of burden 
contribution were made by the 

Commission, and there naturally evolved a certain pattern of 

reference. That does not mean that any percentage 
distribution or future distribution of constant costs created that 

margin of the relationship to fully distributed, but it gave a 

basis of showing the relative contribution which experience 

had shown various kinds of traffic could produce. 


That doesn't change the principles I am talking about. That 
was the result of thoseprinciples."' 


436. We then asked the witness whether he had any reason for changing in 1960 
the very important principle that he had established in 1943 and at page 


12605 he replied: 


" Having arrived at those statistics it provides a guide as 
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to what the classes of traffic have been doing under the 
experience of rate making that was going on in that 
period up to that time." 


437. At page 12605 we referred to Exhibit 19 submitted by Dr. Edwards in 
the I,.C.C. docket 28300 and pointed out that in the Exhibit he stated 
that the constant expenses which are common to both freight and 
passenger traffic are in effect re-grouped into a lump sum and treated 
as a burden which must be distributed on the basis of ability to pay. 
We asked whether or not that was his position on the matter of fully 
distributed costs. 


ae That was my position in dealing 
with the American railroads. It 
is not the position of these roads 


here, " 


438. He went on to explain that the Canadian railways had decided arbitra- 
rily to treat passenger services as incremental services. He had 
decided in 1943 to deal with fully distributed costs and the constant 


apportionment of those costs in the manner as stated avove, but since 


t 


that time; "there has been this evolution in this matter.'' This apparent 


inconsistency between Dr, Edwards! position in 1943 and his position 
in 1960 was referred to at page 12612: 


"Q. ...1 will try to make it as concise 
as possible -- whether, on May 30, 
1960, Dr. Ford K. Edwards still 
believes that constant costs of freight and passenger services 
should be grouped together and distributed on the basis of 
ability to pay? Is that the opinion of yourself on May 30, 1960? 
It was your opinion in February 1943, and I am just wondering 
whether it is still your opinion? 


A, | Well, I cannot make an answer yes 
or no to that, because I have introduced © 
studies where the parties -- all they 


were interested in was a showing of the freight service costs," 


439, At page 12613, Volume 71: 


a 8 'The long-run rail freight out-of- 
pocket costs in the aggregate, as 
computed by the Cost Section, run 

to some two-thirds of the rail carriers! total revenue require- 
ments, including the going rate of return and the passenger 


and LCL deficits when they occur. This leaves about one-third 
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of the aggregate revenue requirements from freight to be 
apportioned as 'burden!' on a value-of-service basis. 


The term ‘fully distributed cost! signifies that the constant 

or overhead costs of the carriers, including the passenger 
and LCL deficits when they occur, have been prorated equally 
among all tons and ton-miles of carload traffic without regard 
to value-of-service elements, and added to the out-of-pocket 
costs of transporting the traffic. The fully distributed cost, as 
the term is here applied to the freight service, represents, in 
effect, a rate-making 'dead center! in that it assumes that 
each shipment makes the statistical average ton and ton-mile 
contribution to burden realized from all carload freight traffic 
in the period studies. As will be later demonstrated, nothing 
moves at fully distributed costs. 


Full cost figures vary, of course, depending on how they are 
constructed, If applied as a percentage of the direct costs, a 
common procedure in general cost work, the results will differ 
widely from those based on the net ton and ton-mile apportion- 
MBNTS Hark 


Using the fully distributed costs as a yardstick, it is found that 
low-grade, volume-moving traffic with a relatively elastic 
demand customarily moves at rates less than fully distributed 
costs, whereas the higher-valued traffic with a relatively 
inelastic demand moves at rates above this level. The per- 
centage range in the level of rates by commodity classes 
generally ranged from the low fifties up to 200 per cent or over 
of the fully distributed costs, ..... 


What purpose does fully distributed cost serve? This question 
merits serious consideration as these costs are sometimes 
referred to by parties in speeches, testimony or briefs 

without adequate explanation or qualification; sometimes the 
impression is left that this level of cost is itself a final measure 
of what a rate or price ought to be. This, of course, is mis- 


leading. ee 


Any reference to fully distributed cost ,... lies in those types 
of proceedings where comparative total railroad costs are 
desired by regions or territories. The Class Rate 
Investigation ( Docket 28300) was one illustration. Division 
cases constitute another use, ' 


2, (Dr, Edwards) those were your 
opinions on January 27, 1954, and 
I assume you have no reason to 
change your opinions today on the real use of fully distributed 
cost and the utilization of it for rate-making purposes? 


A. No sir, except the last sentence: 
"Division cases constitute another 
use." 
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440. At page 12618 we discussed with the witness an exhibit filed by him 
inI,C,.C, Docket 31711. At page 12619: 


ee ' The first component of the 
rail expenses as defined above, 
reflects cost in the narrower 
sense. As the Commission indicates, this is as faras 
cost finding as such can go.' I wondered whether it 
remains your opinion today? 


A. Yes, as far as it can go in the 
narrower sense as I have defined 
io, 

Q. And in the fresh vegetables case you 


quoted, with approval, the ICC 

document 28300 to the effect: 
‘t... those expenses of a constant or fixed character, which 
are not capable of assignment to particular kinds of traffic 
and which must be borne by the various kinds of traffic in 
proportion to the ability of each to pay.'.. . This as of 1960 
remains your opinion? 


A. Yes; but I don't want to be 
misinterpreted, ... the total cost 
must be kept in mind, so you cannot be 

unaware of revenue needs when you make a cost study. So you 

have to evaluate that statement in the light of those definitions 

of terms. 


Q. But you haven't changed your mind one 
bit, Dr. Edwards, to the effect that 
avoidable costs, variable costs, out- 

of-pocket costs, whatever term you want to apply to them, is as 

far as cost finding can go, and that constant and fixed costs must 
be distributed in proportion to the ability of the traffic to bear? 


A. Yes. It actually involves economic 
and traffic considerations. 


441, We went onto discuss with the witness his evidence in the Southern 
Governor's case in 1958. The evidence in that hearing appears at 
page 12620: 
"Mr. Alderage: 
ah, 5 Would you in the light of your 
experience in transportation, 
Dr. Edwards, expect all commodities 
or all groups of traffic to produce their fully distributed costs? 
A. I would expect them all to produce in 


proportion to their ability to pay, or 
stated another way, giving weight to 
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to the effect of the rates on the movement of the traffic, 
which goes back, I think to Section 15 (a), '"' 


442, We referred again to the document of January 27, 1954 and at page 
12621, Volume 71, the following appears: 


'" ! From time to time over the past several years suggestions 
have been made that individual rates and rate structures be 
brought much more into line with some full average cost 
figure; or, indeed, based on full costs. Taken at extreme, 
the apparent implication here is that the value of the 
service be given much less attention, or even ignored. This 
would move the pricing of services produced under conditions 
of constant costs from any market reality substitutes arbitrary 
apportionments irrespective of their effect on the traffic flow or 
on the carriers net revenues. Ney, 


Parties advancing these suggestions may have been concerned 
with what seemed to be unduly wide departures from cost 
standards or from value-ofeservice criteria. To illustrate, a 
situation may arise where one agency of transportation has 
cut its rates severely to prevent further diversion of traffic 
to another agency or to recover traffic already lost. 


Whatever the reason, however, fully average costs are believed 
to offer but very precarious support. for the determination of rates, 
Asa matter of relationship it is true that one expects to find 
volume-moving traffic with an elastic demand moving at rates 
below 'fully distributed costs', and traffic with a relatively 
inelastic demand bearing rates above this 'dead-center* point. 

But even here the very rise of substantial interagency competition 
may promptly change a comparatively inelastic demand fora 
given carrier's services into one which now becomes highly 
elastic, 


The gist of the foregoing is that the fully distributed costs are 
no substitute for a vigorous appraisal of the effect of the 
rates on the movement of the traffic. '... 


Q. You would today advance that same 
statement, Dr. Edwards, as your 
position in regard to the use or utility 

of fully distributed costs for rate-making? 


A. Yes, sir," 
443, In an attempt to determine the upper limit which, in the opinion of 
Dr. Edwards, would be a just and reasonable rate or the point beyond 
which a rate becomes unjust or unreasonable, we asked at page 13084, 
Volume 74: 
Bis Would you feel that a rate 33 per 


cent above fully distributed costs would 
be just ane reasonable for moving 
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grain in Canada? 
A. I would feel that a rate 33 
per cent above the rate 
proposed would not be a just 
and reasonable rate, based on the traffic and rate - making 
considerations as set forth by Mr. Roberts and Mr. Crump." 
This statement and its implications will be discussed later with 


reference to the proposed rate that Manitoba shippers are being 


asked to pay. 
Proportional Rates 


A proportional rate is a rate applying as a proportion on a part of the 
through rate on a shipment between one station and another .. but 
moving between the two stations, either originating beyond the first, 

or destined beyond the second. That is, the proportional rate is 
dependent for application upon (a) a previous transportation to the 
station Poin which the proportional rate applies; (b) a subsequent 
transportation from the station to which the proportional rate 

applies; (c) or both. For example, the rail rate on iron and steel 
articles from Sault Ste. Marie to Fort William is 84 3/4¢ per 100 lbs. 

if for local delivery, or 66¢ per 100 lbs. when subsequent transportation 
is required to final destination. Similarly Canada Steamship Lines 
publishes a reduced rate of 83¢ per 100 lbs. on honey from Fort William 
to Montreal for export but applicable only on traffic shipped by rail 
from Winnipeg to Fort William ( Item 1785, CSL 100-P). 

At page 13085, Volume 72, Dr. Edwards agreed with our definition of 

a proportional rate and further agreed that such a rate is lower than the 
combination of local rates. 

At page 13087, export rates were defined as 


" rates or charges on shipments of traffic destined to a foreign 
country; in case of steam vessels, the rate from originating 
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points in Canada to the port of exit!, "' 


Counsel for Manitoba then asked the witness: 


as And Iam correct in stating that 
proportional rates and export rates 
are invariably lower than rates for 
local delivery? In other words, the rate from Winnipeg to 
Halifax for export is lower than for delivery in Halifax. 


A. That is only true of the export rates, 
but proportional rates referring to 
through -- lam thinking mostly of 

my grain experience -- the through rates of Minneapolis to 

Jacksonville, Florida, with a right of milling transit at one or 

more intermediate points - the proportional rates are the division 

of the through grain rates into proportions to the outbound transit 
conditions. You see, you have got the higher cost and lighter 
load bearing on what the rate would be on the through movement, 


Q. There is no question the proportional 
rate is always lower than a combination 
of the locals. 


A. The proportional rate is a factor in 
the through rate available. 


Q. That is the whole purpose of it, isn't 
it, that on the through rate they only 
pay a proportion. 


Q. But my point is -- forgetting about the 
transit privileges -- that a rate based 
on a proportion of one of the local rates 

invariably is lower than the combination of the locals. 


A. Yes, you are right, "' 
We then referred Dr. Edwards to page 12804, Volume 72, where he was 


discussing normal rate making in relation to the rate on carriage of export 


grain. He had stated that the out-of-pocket costs of this traffic are ap- 


proximately 77 mills a ton-mile and that if he were required to set a 


proper rate on this traffic, he would contemplate a rate somewhere in 
the neighborhood of 1¢ per ton-mile, as suggested by the Canadian Pacific 
Railway. 


We pointed out to the witness that the export rate from Fort William to 
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Montreal is 55 cents per 100 lbs. for 990 miles ora return of 1, 06 
cents per ton-mile. Since this rate has been voluntarily maintained 
by the railways and since it is above the l¢ per ton-mile figure, we 
suggested to the witness that this would come up to the standards 
which Dr. Edwards had set for a proper rate. 

At page 1309C ., Volume 74: 


ie? And you have studied the grain 
problem in Canada. You know 
the statutory rates only go to 
Fort William and Vancouver. 


A, Yes. 


Q. And that east of Fort William this 
is a rate established by the railway 
and it returns 1.06 cents per mile 
which comes up to your general standards that you have esta- 
blished, being a just and reasonable level of rate for the move- 
ment of grain, 


A. The fact that it is on the books, I 
suppose, speaks for itself. That 
is what you are saying. " 
We then pointed out that the rate from Fort William to Halifax is 
determined by adding 1 cent to the Montreal rate, or a through rate 
of 533 cents per 100 lbs. for 1, 710 miles, or .62 cents per ton-mile. 
The witness was asked whether he agreed that this rate is alsoa 
reasonable rate since it is on the books and the railways, if they wished, 
could raise the rate. He replied that he was unable to answer the question. 
Counsel then suggested that the foregoing were an accurate example of 
normal rate making in the field of export or proportional rates, 
he Gs The 1 cent rate for the additional 
729 miles is a rate arbitrary or 
proportional rate and produces ,027 
cents per ton-mile, or three-quarters of a mill per ton-mile; 
(as compared with the alleged out-of-pocket cost of 73 mills 
per ton-mile on statutory grain rates. ) 
A, Well, I presume that that incremental 
movement beyond Montreal is through 


train movement -- trunk line movement 
-- without gathering service obligations, 
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Q. You and J know it is very valid 
rate-making to set an arbitrary 
on a movement which contemplates 
furtherance, The 1 cent arbitrary over the Montrealisa 
valid rate-making principle, because one of the principles 
of rate-~making on these proportional rates is that the pro~ 
portional rate contemplates further transportation; it is not 
a final or total cost; and this rate arbitrary over Montreal 
to Halifax is a just and reasonable rate put into effect by the 
railways without any statutory obligation, '' 


The witness, Edwards, was on very difficult ground because he had 
personal knowledge of the practice and principles applied by the 
Interstate Commerce Commission in the determination of reasonableness 
of rates, The 1I.C,C. has consistently held that proportional rates are 
part of through rates and as such differ from local rates. Beforea 
proportional rate may be attacked there must be an allegation that the 


through rate is unreasonable, whereas local rates as such may be 


attacked separately when used separately. (See 281,C.C,. 64, 


Stephen's Grocery Vs. St. Louis I&M&S Railway 42 1.C.C. 396 and 398.) 
At page 13093 we referred to the movement of anthracite coal to ''washers'" 
in the U.S. and pointed out that this particular proportion of the through 
rate returned 32% of out-of-pocket cost and 18% of fully distributed cost. 
The witness answered: 
" This movement of anthracite to ''washers'' is all contemplated 
in the total rate of anthracite. It is a short-haul move from the 
mine to the washery to lift out the rock and the unclean elements 
in it so that they won't be hauled through to destination; and that 
rate was made as a nominal charge; and in any consideration of 
the total rate on anthracite, it isn't too far below fully distributed." 
This is exactly the point that the Province of Manitoba is placing before 
this Commission. The rate established for the movement of grain 
contemplates further transportation charges on it. 
The rate on any one portion of the through movement is meaningless when 
looked at by itself. An analysis of the various portions of the through all- 


rate on grain from Winnipeg to Halifax produces varying results depending 


on which portions are considered. This can be illustrated as follows: 
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Revenue per 


Miles Rate Ton-Mile 
Winnipeg to Fort William 420 4 haga 
Fort William to Montreal 990 he Lf2 1.06 
Montreal to Halifax 730 iN 027 
Winnipeg to Montreal 1,410 66 1/2 . 94 
(direct mileage ) 1,350 66 1/2 .98 
Fort William to Halifax t 720 5Sh fz $62 
Winnipeg to Halifax 2140 Gial {2 .63 


458. Each of the proportions of the through rate contemplates further 
transportation charges. The Winnipeg to Fort William portion is 
based on a further movement beyond Fort William and would be 
unreasonable compared to the domgstic rates. The Fort William to 
Montreal portion is Eeuen on the fact that freight has been paid on the 
grain to Fort William since no esl originates at Fort William. The 
Montreal to Halifax portion is so nominal that no-one has dared to suggest 
that it should be looked at as a separate rate. 

459, The Winnipeg to Montreal portion is the basic portion of the movement 
by rail. It will be noted that the revenue per ton-mile is in excess of 
what the railways allege are their out-of-pocket costs and very close to 
their estimate of fully distributed or total costs. The revenue varies from 
. 94¢ if the movement is to Fort William and then to Montreal, to . 98¢ 
if the traffic moves directly to Montreal over the lines of the Canadian 
National Railways. The portion from Fort William to Halifax produces 
a revenue per ton-mile of .62¢ which is lower than that from Winnipeg 
to Fort William. 

460. The total rate from Winnipeg to Halifax also contemplates further 
movement by water and should be evaluated in that light. 


461. When the Winnipeg to Halifax rate is analysed by dividing the portions 
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at Fort William, it is significant that the railways are proposing 
to double the rates only on that portion of the total rate which is 
already higher ( .67¢ per ton-mile Winnipeg to Fort William 
v.Ss. .62¢ per ton-mile Fort William to Halifax). 
This was further demonstrated with reference to the evidence of 
Harry Arkle, Freight Traffic Manager, Western Lines, Canadian 
Pacific Railway, This evidence is at page 13094, Volume 74 where 
we refer Dr. Edwards to Mr. Arkle's evidence taken at Ottawa on May 
25, 1953 in a hearing regarding the removal of a hold-down on Crow's 
Nest rates on grain and grain products between Prairie points and 
Fort William. Mr. Arkle was being questioned by Counsel for the 
irs kts, Nite deo. mLclair, 
le | Would you tell the Board, Mr. Arkle, 
whether traffic conditions are similar 
in the movement of grain for local 
consumption, grain products for local consumption within 

Western Canada and grain and grain products moved to Fort 

William, 

A. There are substantial differences in how 
grain is carried if it is destined locally 
within Western Canada and if it is 

destined to Fort William, 

Q. Can you give us an example? 

A, | There are differences between local 


grain and Fort William grain in the 
volume transported, that is one. 


Yes. 
A, And the contract of carriage is two. 
Q. And the minimum weight governing grain 


products, and the further transportation 
charges that are contemplated when the 
traffic moves. 


Q. I think you said there was a difference in 
that respect? 


A. Well, the movement to Fort William 
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contemplates the assessment of 
additional transportation charges 

on grain or its products beyond that point either (a) to 

ali rail, lake and rail or all water. On the local grain 

and grain products between western points, that is points 

east of the lakehead, no additional charges are contemplated,!"' 


463, At page 13100 Counsel for the Province of Manitoba: 


OQ. I simply read you that, Dr. Edwards, 
to tell you that in the movement of grain 
in Canada these statutory rates, Crow's 

Nest rates, are in fact proportional rates or export rates. 
They contemplate burdens, and I wondered whether you have 
this in mind when you decided that the one cent per ton was 
a just and reasonable rate for the carriage of grain under 
statutory provisions? Did you know about that? 


A. The determination of whether the one 
cent was a just and reasonable rate 
was based on the factors enumerated 

by Mr. Roberts as a traffic man's analysis and judgment, 

and Mr. Crump's analysis. 


Q. Did Mr. Roberts or Mr. Crump tell 

you these rates were proportional 

and they contemplated further transportation 
costs? 


a I had no discussions with them on the 
subject." 


464, There is no doubt in the minds of the traffic officers of the Canadian 
Pacific Railway, both past and present, that the rate on the study 
traffic is an export rate, contemplating further transportation charges. 
The matter was also discussed with Mr. J. Roberts, present General 
Traffic Manager, at page 3512, Volume 24: 
Mi Gy On export and import rates,... you say: 
'In establishing these rates which are 
sometimes lower than the level governing 
local movements to or from the ports, cognizance must be taken 
of the fact that the rail rate constitutes only a portion of the 


total transportation charge and must be considered in relation- 
ship to the overall picture if traffis is to move freely.! 


Iam sure you will agree that this same principle should apply 


to grain moving to export positions? 


A. Well, yes. " 
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The Board of Transport Commissioners had held that the statutory 

rates on export grain are in fact proportional rates ( see Kerr vs, 
Canadian Pacific Railway Company, 9C.R.C., 207). The complaint 

in that case was that the rate on grain, grain products and vegetables 

for local consumption from Franklin to Winnipeg was unjustly dis- 
criminatory as compared with the rate from the same point to Fort 
William, a much further distance on the same goods for Eastern markets, 
At page 208, the learned Commissioner states: 


" It cannot be urged that this constitutes a discrimination 
against the applicant. The rate to Fort William isa 
division of a through rate concerned with a through ship- 
ment to an eastern market. Where grain and grain products 
move to Fort William for local consumption they move on 
the company's special mileage tariff and take a rate of 29¢. 
The through rate of which the 13¢ form a part is affected 
not only by the competition of other grain-growing territories; 
it was also reduced by the provisions of the Crow's Nest 
Agreement. The conditions affecting the through shipments 
handled on this through rate are such that a division of such 
a through rate cannot be taken as the measure of the 
reasonableness of a local rate from Franklin to Winnipeg. 
The complaint should therefore be dismissed. "' 


Also see In Re Domestic Grain Rates Within Western Canada 74 C,R.C, 
113, At page 127 the learned Chief Commissioner quotes from the 
judgment In '' Re General Rates Investigation'' 33 C,R,C. 127 at page 
163: 


'" Application was made on behalf of British Columbia that 
the domestic grain rate to Vancouver be lowered to an 
export basis. (this is, 1925) This was urged partly 
on the ground that it costs no more to move the one 
class of grain than the other, and an improper discrimina- 
tion is set up by reason of such difference and by a compari- 
son of grain rates elsewhere. 


The first contention altogether disregards the reasons lying 
at the basis of export rates, and ignores also the primary test 
of domestic rates; which is whether the rate be reasonable 
and fair It is not intended to repeat any more fully the argu- 
ments justifing an export basis lower than that accorded to 
domestic traffic further than to say that the former is simply 
a part of a through rate, and it is thoroughly justifiable from 
that standpoint. 
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At page 144, the Learned Chief Commissioner refers to the decision of 
the Board in Fraser. Valley-Surrey Farmers Association Co-operative 
43 C.R.C. 97 at page 122 where this matter of the difference between 
export-import and domestic rates was set out: 
'",.In many decisions of the Board, the carriers have been 
required to establish import and export rates lower than 
governing when the same traffic is moving locally between 
the same points in Canada, and the Board has stated, in 
many decisions, that an import rate is no sense a necessary 
measure of the reasonableness of the domestic rate, or proving 
that unjust discrimination exists. Such rates are but proportions 
of through tolls governing on the traffic from point of origin to 
final destination. Further, import, as well as export, traffic 
is subject to port competition. "' 
It is completely meaningless, therefore, for the Canadian Pacific 
Railway to take the movement of grain to export from, for example, 
Winnipeg to Fort William and cost this portion of the through movement 
as the cost to the railway in arriving at a just and reasonable rate. 
The Canadian Pacific Railway after expending 250,000 man hours in 
the preparation of this study, after lengthy and costly hearings by this 
Commission, have provided at the best the cost of a proportion of the 
through movement on export grain and not the cost of the movement of 
grain from origin to destination. In other words, the Canadian Pacific 


cost study has failed to take into consideration the additional trans- 


portation charges and resulting revenues contemplated on the move- 


ment of the study traffic. To this extent, the study of the Canadian 


Pacific Railway is interesting but valueless. 
AE vest mie Riahericlr taltace:, Mlebcahti a tiepebest aed ~ Maatha bile! ghcketecdad oh 


Precision of Canadian Pacific Cost Study 


In addition to the experts retained by the railways and the Provinces 
of Alberta and Manitoba, the Commission has itself retained experts 
to evaluate the technical data placed in evidence and to advise the 

Commission in accordance with their findings. We feel that it would 


be superfluous to restate the technical data submitted by the cost 
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experts and we will therefore confine ourselves to a discussion of 
the pertinent factors relative to the credibility and acceptability of 
the Canadian Pacific's evidence. 
In December, the Canadian railways submitted evidence as to the 
cost of movement of the study traffic. Their precis totaled in excess 
of 200 pages of detailed statistical data. They stated that the studies 
had consumed a period of approximately one year. Sucha study, one 
could properly assume, would be precise to the ultimate degree, and 
in fact in December, 1959, there was no doubt in the mind of the 
Canadian Pacific Railway witness, Stenason, as to the precision and 
accuracy of the material he submitted at that time. 
At page 2442, Volume 17, Mr. Stenason was asked by Counsel for the 
Canadian Pacific Railway: 

Gh Mr. Stenason, Me to these exhibits which 

have just been filed with the permission 


of the Commission, being Exhibits 58 to 
70, were these exhibits prepared by you or under your 


direction? 
AY Yes, 
Q. And are they correct to the best of your 
knowledge and belief? 
A, Nes, 


At page 2452: 


“er What is the result of the field work in its 
impact on the study? 


Bes It made for a far more precise analysis than 
would have been possible otherwise, "' 


In fact, one of the witnesses called by the Canadian Pacific Railway in 
support of the cost study in reply to the question as to whether or not 
the cost study submitted was a’ cost of handling grain", replied that the 


study submitted was in fact ''the cost of handling grain". 


475. This certitude as to the precision of the findings lasted approximately 
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five months to May, 1960. At that time when Mr. Stenason was 
presented for cross-examination, to the consternation of both the 
Commission and Counsel for the other parties, Exhibit 132 was filed, 
comprising 20 pages of additional data which changed each and every 
exhibit filed by the Canadian Pacific Railway in December, 1959, The 
precise analysis of December, 1959 required by May, 1960 a complete 
revision of most of the figures and all of the factors included in the 
calculations, The Commission will recall the discussion that ensued 
at the time that Exhibit 132 was placed in evidence, 

476, At page 11885, Volume 67, the Chairman discussed the changes with 
Mr, Stenason and requests information as to when the changes were made, 
At page 11886; 

oe Chairman: Mr, Stenason, are we to understand 
that Exhibit 132 includes changes that 
were made from time to time as you 
discovered them ? 


A. Mr. Stenason: Yes. 


Q. Chairman: And some of them will go back to last 
January? 


A. Mr. Stenason: Yes; asa matter of fact, the most 
significant change of the variable cost 
was in freight car repairs and this 


really arose from tests which resulted from a meeting we 


had in Montreal in November, and there was a very large 


i pee ES ES RS AL (GLA PSST BETIS HEA | Gee ae 
scale sample involved. ' 


477, In other words while in December, 1959, this document of ultimate 
precision had been presented to the Commission, "the most significant 
change'' was made the very next month, At the time that they were 
presenting their evidence in December, the Canadian Pacific Railway 
was in the process of revising this item of freight car repairs, because 
as Mr. Stenason states they had determined in November to revise this 
figure. There was no suggestion in December, 1959, that these figures 


might be revised, or that they might be corrected or that they were im- 


precise in any degree. Yet one month later the Canadian Pacific Railway 
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was certain that there was an error in the study presented, and that 
the figures should be changed. The Commission and Counsel, however, 
were not advised of this imprecision until the cross-examination of 
Mr, Stenason on May ll, 1960. The extensive changes and revisions 
resulting from Exhibit 132 were discussed by Counsel for the Province 
of Manitoba at page 11893: 
" Mr. Chairman, I point this out simply to show the nature 
of the changes that have been brought about by Exhibit 132, 
and I would recommend, to save the time of the Commission, 
that the Canadian Pacific Railway be now asked to file new 
exhibits for 63, 64, 65, 66, 67, 68, 69, and 70; and also 
the summary appearing at page 30 of the precis at page 2816 
of the transcript. "' 
Counsel for the Canadian Pacific Railway stated that he was surprised 
at such a request since "all this intensive work has done is to make 
relatively minor changes in the situation overall" (page 11894). He 
failed to note what the Commission clearly observed that these so- 
called minor changes in fact resulted in a complete revision of all of 
the basic data that had been presented in the precise study of 1959. As 


a result of the above motion, the C.P.R. filed completely new Exhibits 


replacing those submitted in December, 1959. The cost study of 


December, 1959 was replaced by the cost study of May, 1960. The 


Canadian Pacific wasdssatisfied with the precision of the December, 
1959 study. The Provinces of Alberta and Manitoba have proven that 
the May, 1960 study is similarly suspect. 

It is interesting to note that while in December, 1959, the witness, 
Stenason, constantly repeated that the Canadian Pacific Railway was 
being conservative in their determination of costs attributable to the 
study traffic, in Exhibit 132 an additional $2, 250, 000 of constant cost 
was added to the study traffic. One can only conclude that the conserva- 


tism and generosity which governed the study of December, 1959 had 
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ceased to exist ky May, 1960 and grain was therefore required to 
assume this additional $2, 250, 000 of expense, 
We now deal with six specific items which will illustrate the arbitrary 
and questionable nature of the Canadian Pacific study. 
These are: 

The basic units of transportation 

Switching 

Traffic and general expenses 

Allocation of car days 


Cost of money 
Constant costs 


Basic Units of Transportation 
This is the very core of the Canadian Pacific Railway costing method 
since they started by working out the total number of traffic units 
handled namely, cars and tons, and then translated these factors 
in to train loads. They then allocated train expenses such as fuel 
expenses, crew wages and various other cost items to arrive at their 
final figure. 
At page 11681, Volume 66: 

"Q, Mr, Stenason, in order to accurately 
determine the cost associated with the 
study traffie you had to first determine 

the number of cars handled? 

A, Yes, that is correct, 

Q. And, as I understand your testimony, 
the number of cars handled was deter- 
mined by calculating the number of 

loaded cars passing through each terminal on the prairie 

and Pacific region, and from this you arrived at the number 
of cars handled at each terminal? 

A. This is basic to the switching studies. 


The number of cars loaded were deter- 
mined from special studies of station 


records which showed the revenues, cars and tons of statutory 


' 


and related grain originated at each station. 


7 Pi 
"uy 0’ 


he | 8 inf ret) citves wae edad ‘+ arW ale ry oi bet 
; 7 “| : a La pe 
ov or ; . Soo Cra ey ita a at hwnodieb 


; Le ‘ 
7 < ne ere 


Cie aides «i sits gilt Litw dsidw seal ‘pido age: ais of 


or » 


»eiyte oficoe’ ualparadD edt to erik obioastée 


f) i 
4 ¥ 
; (a ers > allay cleat. eft 
| pudotiws.. ... 
er ‘6 levens_ bana olfietT pede he 
BD T#9 % notisoell ie 
Yonom to wed. (2 
‘etaoe taatenoD oe 
Ue = : i a 
/ f 
if 
ys teyT 6 atin olase 
en ee eet oe 
4a 
+ ort do at99 rev edit al alAT oli 
~ ; - 14 


a 


Ly , . La TOW Vi Depa ‘On iy sont. 
eeod One Beo ‘Vien a belboad : 

rons YOrT  .ebeok alas ot ah 

muc henaw worn MORneqre . 

Orly Lact? 


08 emule J0al pag ce Bad 


la ry : ‘ r 
t, ahs ’ a Vay >" 
e 2 
rt Fi a s _ 
* aS ret 
j v4 cf re 1 y ? 
ay “i Be i Yaile 
, 
sj 
i ; 
~ i é } 
® 
7 ? 
p 
' F 
4 a y .) 
4 4 > 4 mw 4 7 
—- 
{ atts a) : . 
; ate ° . 
{ ns 
q j vad 


i peti er ot ms , + ov t f v 

f : > y 1 yt q < 4 80 yoo AQ i ‘ 

f at & bs ‘8 eOyY ME) Mon Suk oolost oltloag bua | 7, 
et wie! hO89 26 belbiad arwgo do 


a | mT oy eBid. 4 pees 2 oF ola eel as aecal 
Bl ht pied osee? baby ‘TaD TO WSeceinn eaT 
Z rol ¢ rl = » ; : - AT Tory fy ful ST ‘ ‘ 
_ Sonnan io anor t ‘59 ,BeUnOVOs ult bewede goldw dbtodens 


- AOLIATR TOSS Ja be! aSipize cusety batales hi 
: } - 4 4 


RL 


483,. The witness was referred to his statement at page 2471 where he 


484, 


485, 


stated that the number of carloads of study traffic was determined 


from the way bills, 


The number of loaded cars passing through 


each terminal on the Prairie and Pacific region was developed from 


the routing of the traffic and this gave the loaded car handlings at 


each terminal, 


Counsel referred to the situation of a car of grain 


originating in Winnipeg destined to Fort William and the fact that 


it would pass through terminals at Winnipeg, Kenora, Ignace and 


Fort William. 


At page 1692; 


"t iO; 


So that your figure of car handlings 
was the sum of the care passing 
through the terminals mentioned -- 


Winnipeg, weener Ignace and Fort William? 


A, 


At page 11693: 


A OP 


That is correct; wherever classifica- 
tion work was done to a through loaded 
car of grain, " 


I say to you that, as you have previously 
admitted, in utilizing this factor of cars 
handled for switching purposes you took 


the sum of the cars moving through the points from Winnipeg 
to Fort William, namely, Winnipeg, Kenora, Ignace and Fort 
William, and used that as a sum total? 


ce 


Q. 


That is our estimate of the number of 
car handlings which were required, 


And I say further that any trains of grain 
leaving Winnipeg bound for Fort William, 
that they would pass through Kenora, Ignace 


and to Tort William without being rehandled in any way at 


intermediate points? 


A, 


That is not correct, That is simply not 
the way the traffic is handled, " 


486. It is important to re-emphasize the essential nature of this fact in the 
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resultant cost studies. The Canadian Pacific based their findings 
as to units of traffic by constructing the number of cars handled 
through the various terminals for classifcation and determining 
from these the various other units of cost as previously set out. 
Any over-estimation of this basic unit (cars handled) will be 
reflected throughout all the other cost items based on this calcula- 


tion. The witness, Stenason was insistent in his contention that 


trains of grain leaving Winnipeg do not leave in solidtrain-loads. 


Counsel referred to the evidence of Mr. H. Arkle quoted herein 


(page 211). 
487, At page 11695 the following excerpt was read to the witness: 


1 MINIS ouce Lr: It might be wise, Mr. Arkle, 
and it would be of some 
assistance to the Board, if you 

would ealeh a little more and tell the Board the differences, 
for instance, on each of these categories that you speak of. 
Take the volume first. Why do you say that the volume to 
Fort William is a significant difference compared to the 
volume of local mileage grain and products? 


A. The movement to Fort William is 
virtually in solid trains handling 
maximum tonnage with minimum 

of switching of terminal work both in transit and at Fort William. 


Q. Now does all grain moving to 
Fort William channel in at a single 
point on the Canadian Pacific, for 
instance ? 


A, Yes, it comes into Winnipeg and 
then is made up in solid trains, 
they are terminaled there and moved 
to Fort William in solid train loads, "' 
488. The witness was asked whether he agreed with the above statement. 
His answer was a clear and definite, ''no, sir''. The Commission has 
on the one hand, the statement of Mr. Arkle who had 40 years experience 


in the movement of grain and grain products in Western Canada and on the 


other hand, the statement of Mr, Stenason, who is 29 years of age, who 
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completed his formal education in 1956 and who has therefore 
approximately 2 years of actual experience in the traffic movement 
of grain and grain products in Western Canada. The choice is 
obvious. We submit that the testimony of Mr. Arkle should be 
accepted, The statement of Mr. Arkle is corroborated by the 
evidence of Mr. Bandeen on behalf of the Canadian National Railways. 
At page 13203, Volume 75: 


ays Now, I asked this question of Mr. 

Stenason and also Dr. Edwards, this 
matter of grain moving in train loads, 

You recall the quotation I read in from the evidence of 

Mr. Arkle that grain moving from Winnipeg to Fort William 

moves virtually -- not completely in solid train loads but 

virtually in solid train loads. I wonder if you could tell us 

the experience of the Canadian National Railway. 


A. I think we would be in full agreement 
with that statement. As I mentioned 
already this morning, we have a dif- 

ferent set-up than Canadian Pacific, and the Canadian 

Pacific main line is going east through the Lakehead, ours 

is not. Movements from Winnipeg going east go along the 

north line and take the cut-off at Nakina. So the movement 
to the Lakehead is traffic that is largely terminated at the 

Lakehead, and I understand 80 per cent of the grain is -- 

this doesn't mean that they are all grain, there could be a 

carload of something else there, but 80 per cent of it is 

grain, and to a large extent some of our manifest trains -- 
one of them is largely grain. But if you take 80 per cent 

of the grain moving in solid trains, you would be fairly close. 

This is from Winnipeg to the Lakehead? 


Q. Yes, So that Mr. Stenason disagrees 
with the statement of Mr. Arkle, but 
you would tend to corroborate that in 

the Canadian National Railway they-are virtually in solid 

train loads, 


A. Yes. Ours is not the main line going 
east, '' 


We refer to the evidence submitted on behalf of the Provincesof Alberta 
and Manitoba by Mr. R. L. Banks, touching upon this matter of basic 


units of traffic and the allocation of line haul common costs, At page 


19225, Volume Ll6: 
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“The method by which the Canadian Pacific Railway has 
attributed to grain its share of line-haul common cost is 
succinctly described at page 2480, Volume 18, of the 
transcript. The key to this method is: (quoting Mr. 
Stenason) Constructive train mites used to handle the 
study traffic were developed, based on the average weight 
of trains, on which the study traffic moved weighted by 
the proportion of the study traffic to total traffic on each 
train-run, " 

Mr. Banks poses the question whether or not it is reasonable to use 
average weight trains for costing purposes when large segments of 
the grain movement are deliberately run as drag trains for time 


freights, and also points out, that part of the grain movement is 


actually handled in solid grain trains. Therefore for the computation 
of costs for the movement of grain, solid train loads represent a more 
reasonable point of departure than a cost computation based on average 
weight trains. The use of average weight trains as utilized by the 
Canadian Pacific Railway reflect a tonnage reduction for manifest 
freights in order to achieve schedules and speeds required to service 
other traffic but not required for the movement of grain or grain products 
which can as well be serviced by so-called drag or full-tonnage freight 
trains. The influence of such manifest freight tonnage reductions upon 
a composite train weight figure leads to higher unit cost. Mr. Banks 
states: 
",.Consequently, if line-haul common costs are computed 
on the basis of average weight trains, the resultant higher 
unit costs impute expense to the grain movement which 
actually arises from the service requirement of other enter- 


prises of freight traffic. " 


At page 19226: 


" To determine that portion of line haul common cost which 
is an inherent cost of the grain movement, Manitoba/Alberta 
have computed constructive train-miles on the assumption 
that grain is handled in solid trains, as its volume generally 
justifies, over the ll main line sub-divisions, Alyth to 
Vancouver and Moose Jaw to Fort William, " 
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493. In approaching this phase of the Canadian Pacific Railway's cost study 


494, 


we suggest that the test introduced by Counselfor the Canadian Pacific 


Railway referred to as the ''K" Test should be applied; namely, that 


knowledge and common sense be the deciding factor. We submit that 


the knowledge of men such as Mr. Arkle and the common sense and 


experience of the Canadian National Railway should be applied and the 


findings of Messrs, Banks and Borts be accepted. 


Trains and Train Miles 


At page 11737, Volume 66, Counsel for the Province of Manitoba dealt 


with the method utilized by the Canadian Pacific Railway in constructing 


trains and train miles apportioned to the study traffic. 


t Oy, 


derived trains, 
A. 


Q. 


The point Iam particularly interested 
in is the fuel and crew wages where you 
say they are directly traceable to the 


That is right. 
And if your method of establishing the 


number of trains is incorrect then this 
direction allocation of fuel and crew 


wages will also be incorrect. 


fie 


Q. 


ps 


I wish you would explain what you mean 
by saying if the method of deriving the 
number of trains is incorrect. 


-.. vou operated a method of gross ton 
miles? 


Yes, we developed by train run the volume 
of grain in relation to the volume of all 
freight traffic moving and apportioned the 


trains or the train miles on the basis of the gross ton miles for 


through trains. 


Q. 


If you had a run from Carman to Winnipeg 
running 52 times a year and if there was 
only 1,000 cars of grain going from Carman 


to Winnipeg and you could move the grain trains in 10 train loads 
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497. 


498, 
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of 100 cars each. You would have assessed against the 

grain 10 trains for that Carman run, You would have 

taken it as a percentage of the total number of trains? 

Bi Yes, that is correct. 

Q. So I come back to my statement that 
if your basis of deriving trains is 
incorrect then your base of direct 

allocation of fuel and crew wages is similarly incorrect? 

a If that is the case. "' 

We would also refer to the statement of Mr. Bandeen at page 2480, 
Volume 18 where he describes how trains and costs were constructed: 
",.Constructive train miles used to handle the study 
traffic were developed based on the average weight of 
trains on which the study traffic moved weighted by the 
proportion of the study traffic to total traffic on each 
train-run," 
What the C, P.R. in fact did, was to take the 1,000 cars of grain 
in the example used as a percentage of the total number of cars 
handled and then charged grain that percentage of the total trains, 
In other words, if there were 1,000 cars of grain and 1,000 cars of 
other traffic during 1958 and there were 52 trains operated from 
Carman to Winnipeg the study traffic instead of being charged with 
the 10 trains necessary to move the 1,000 cars of grain, was actually 
charged with 26 trains. On this basis, costs such as fuel and crew 
wages of 26 trains rather than the 10 were charged against grain. 


For a full discussion of this matter, see testimony R.L. Banks, 


commencing at page 19225, Volume 116. 


Switching Costs 
The method adopted by the Canadian Pacific Railway in allocating 
switching time and the resultant cost was set out by Mr. Stenason 
at page 2494, Volume 18, where he states that the total switching 


time incurred during 1958 was based on the following information: 
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1, The number of cars of grain loaded at intermediate 
stations and each sub-division. 


2, The number of cars of grain loaded at yards. 
3. The number of loads of grain and grain products and 
their related empty movement passing through each 


yard, 


4, The number of cars arriving and departing in milling 
and transit service from milling and transit yards. 


5. The number of cars of grain and grain products unloaded 
at terminating yards, Fort William and Vancouver. 


The time per car for services performed, handling cars from point of 
origin to destination, was then applied to the number of grain and grain 
product cars used in that service during 1958 giving the time spent 
switching the study traffic during 1958, 

The Canadian Pacific Railway used an byte method by working 
out the amount of time required to switch all traffic both for classi- 
fication and industrial switching. First, they computed the percentage 
of grain cars to total traffic, then they averaged out the time per car 
and applied this to the number of cars that they determined to have 
been utilized for the study traffic. No credit was given to the study 
traffic for the fact that grain and grain products move largely in train 


load quantities which would require little or no classification in the inter- 


mediate yards; nor was any consideration given for the method in which 


grain is handled at various sidings; nor was any consideration or credit 


given for the fact that grain is switched in larger cuts of cars, 

There was considerable discussion between Counsel for the Province of 
Manitoba and Mr. Stenason regarding the possible reductions in switch- 
ing time due to larger cuts, At page 11813, Volume 66, reference was 
made to an article by Mr. Wright, appearing in "Railway Age", 


January 4, 1960 entitled ''How Cars in Multiple Cuts Cut Costs," 
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Mr. Stenason stated that he was familiar with the article and that 

he applied the formula to the Canadian Pacific Railway and that his 
findings did not agree with Mr. Wright, as to the influence of size 

of cut on yard costs, 

At page 11901, Counsel referred to a similar finding by Messrs. Myer, 
Peck, Stenason and Zwick in their book entitled ''Economics of 


Transportation'' where it is stated: 
" tOne disturbing aspect of these functional relationships is 
the large size of the constant terms in both cases. It would 
be convenient to ascribe these constants to unproductive time, 
but such time has been excluded by definition from the data 
used in the analysis. Careful inspection of the data in Tables 
B-6 and B-7 indicates that these constants due to a substantial 
nonlinearity in the relationship for the smaller blocks, and 
particularly for blocks involving a small number of cuts, 
This is true of both the hump yard and flat yard operations, 
a fact which is best substantiated by a quick perusal of the 
minute-per-cut column in both tables. The time consumed - 
for cuts seems to drop sharply as the number of cuts per 


gt ards TEP Be RoE et eas el Mire eer BES Srna ee LA MME A OF AAP MOG GER ANT Kans GC Tee MERA 
block of cars is increased, ! 


In other words, Myer, Peck, Stenason and Zwick, in their study 
supported the findings of Mr. Wright. Mr. Stenason confronted with 
these statements stated at page 11901: 
" ..Now, irrespective of that, the studies which we have 
done in Canadian Pacific have led me to revise my thinking 
on the matter, "' 
This statement by the Canadian Pacific Railway is contrary to all of 
the recent studies made in the United States as to the costing of multiple 
car cuts. The experts retained by the Provinces of Alberta and Manitoba 
made an intensive survey of the Canadian Pacific Railway's data touch- 
ing upon switching time in yards. The results disclosed by this investi- 
gation is contained in the evidence of Dr. George Borts, at page 19147, 
Volume 16; 
"| I should point out that the reason why I put so much 
effort into the question of multiple car cuts and the economies 


therefrom is from the vehement denial of the witnesses from 
both railway companies that anything of the sort existed. I 


—> 


ai bug 
en a. 
7 al 
, 
» q 
i. 1 -, 
5* 
ee 
v 
ie » 
ie 
vs 1,3 
" 
J tie 
| = 
J 
0) 
ae 
Gj 
‘ 
| 
Bey 
’ 
4) 
‘ 
é 4 
P 
' 7 oF 
UP ‘ pardd 
May 
ie 
avi 
i ‘4d 
: | 
Ay 
‘ j 5? 
2 
+ aed 


(es } 
“va 
‘ 4 2 2 o-ed 
de 
vi ‘ 
Qt 
7 
- 
, 
* 
qh 
Q 
“our fF > 
we LF) 
FATS AS af 
° 4 
Y |. \bes 
4'/Ga 
t ‘ 


ate & ipa Wul we 


» Py tA 
, at > ae 


SGroA7 aeih ane 7 net m eds 
ae oe) “i aateg 


, ine F bd ‘+. om 4% i 
G Snsopetliat a) of esr tein W li t ikw we 
¢ j t.4 : "| j 
7 _ My its a nt 
© a we 
: SNe 
. ‘hod See a“ hua pomane te 
| ‘ 1 Pa eal 
} iy z a ay 
a 4) i, cai y= 
* af D2 evento potiabcosen 
Py oe sy 4 1, | 
( mA. 
, 7 <4 +; as - 
TOOGB.8 BREA OF Say. Dae ed. 
oF ott th one deat od 8 
: = reas “4 +94 di sten'y renter ay: Sie ae 
esd eed with stash doit: 
wih ols cu Beay ee 
i ‘ yaa " % bal MIO est } 
lay oct cf vilbteoninon: De is 
nu ‘ ; bi 
a> "y } 
e : is 4 Ap 
oy 
ue | 0 + i 
: ; 
‘ 
. \ VN Bw “eatiee 


‘deks Taal & 
ys et 


i> wel 


ta eb 


A A { ¥ ‘ i x . Ane 7 be) ak) 
CE Pag need avi ait) tb a eiaae waitane JIrtgo84 


Ne i , A +s te ¥ we wis afi 
. bib pilseay oct air ts i) waidottwe 
: : + 4 by , 
a vee, ER DO oe tly bn. benleines 
i i} 
a ye 
a3 [iw woasex edt sods too teloe hentd ae 
t ‘J Ts a Leisti ua To De a? <3up weld a 


* on) te keinsb Inpavodev ae? meow ab omee 
‘out)> lat 
“ag Pith a4 <n eal ee. 


ey 
rf | ay a) Pee wea) heue 


va) a Hy 


505. 


506, 


507. 


508, 


Red 


felt that a much greater burden of evidence in on 
you when you come up against the denial of people 
that something exists, as opposed to when you are 
following a line of inquiry that they have already 
opened up. I would appreciate it in reading this 
that you bear in mind that the amount of time and 
effort spent in this is simply the result of the fact 
that there is a point to be made here which I think 
should be fairly obvious, and that we have tried to 
explore it to its ultimate depth," 


At page 19148: 
" The point very simply is this, that in a switching 
yard, if the engine crew is cutting out two cars 
at once, it should not take twice the time that it takes 
to cut out one car, 
... What I have done is to review past studies by 
some eminent people...Mr. Wright, Mr. Poole, 
Mr. Stenason and Mr. Myer." 
At page 19152; 
" The C,P,R,. method of allocating switch engine time 
is to take the yard average classification engine 


minutes per car, To the extent that engine minutes 


per car are lower in large size cuts the C.P,R. method 


eae bei Ee a EE ae AT Te ne Leas eke ime aed ee am (es hn ee ies 
overstates the minutes allocable to grain cars, 


Various tables were submitted by the witness commencing at page 
19151, Volume 116. These tables indicate that average number of 
cars per cut in grain loads exceeded substantially the average size of 
cuts in all of these yards. It ranged from 2.9 cars per cut in 
Saskatoon to 7 cars per cut in the Souris yard, Dr. Borts explained 
that the C. P.R. had no recorded data identifing empty cars in grain 


service, and that it was not typical or common practice of the 


C.P.R,. to classify empty cars by destination. He continues at page 


19152: 


...For this reason the average size of cut of grain carloads 


understates the average size of cut of all cars in the grain 
service. To this extent, the economies of larger cut which 
we estimate below are conservative, and understate the 
Savings which are likely to occur in the grain service, " 
Dr. Borts went on to indicate the economies that could be expected 


in Canadian Pacific Railway operations on grain cars in different 


size flat yards. He submitted a table which sets out the yard average 
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and the grain average and cut sizes shown for both Canadian Pacific 
Railway and the Canadian National Railway yards, This table appearing 
at page 19157, Volume 116, shows that utilizing the Wright formula for 
flat yard switching results in a saving at yards comparable to the Calgary 
yard of 19, 38%; yards comparable to the Saskatoon yard, 9.54%; yards 
comparable to the Souris yard, 31, 20%; yards comparable to the 
Winnipeg yard, 28.08%. 

At page 19158 Dr. Borts points out the error that Mr. Bandeen made in 
his calculation applying the Wright formula namely that while Mr. Bandeen 
concluded correctly that there was a saving of .38 minutes of direct time 
in the switching of more than one car per cut, he failed to point out that 

it is the percentage rather than the absolute saving which must be 
applied. Mr. Bandeen committed the further error of applying the 
Wright scale, excluding overhead, to total switch engine time, including 
overhead at Winnipeg. Dr. Borts points out that if the Wright scale was 
correctly applied on the basis of data submitted by Mr. Bandeen, the savings 
would be 1.52 minutes per car rather than .38 minutes as determined by 
Mr. Bandeen, 

At page 19177, Dr. Borts concludes that the following savings result 

from multiple car cuts as they apply to the handling of the study traffic 

and finds that the percentage reduction in total minutes per car at the 
Calgary yard is 19.38%; at the Saskatoon yard - 9,54%; Souris yard - 
31.20%; The Winnipeg yard - 28.08%. 

At page 19179, his conclusion as to the percentage reduction in total minutes 
for all yards covering the handling of 578,725 cars was 21.21%. 

At page 19181, Dr. Borts concludes this phase of evidence as follows: 


"  .. The cut sizes for grain are very likely understated 
for the reasons given above, In addition, the scale actually 
developed from the 12 observations on Calgary operations 
would lead to a saving in engine time which was more than 
double the saving we actually are using.’ 
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The submission of Mr. R. L. Banks at pages 19230 to 19233, 

Volume 116, sets out two additional elements utilized by the 

Canadian Pacific Railway which have over-charged grain with 
switching time and resultant costs. The Canadian Pacific Railway 

has apparently charged grain with certain elements of switching service 
which were not in fact performed for such traffic and the Canadian 
Pacific Railway erroneously computes and applies an adjustment 

for winter operation. It is interesting to note in regard to this 

item of a winter switching adjustment that in their submission of 
December, 1959, the Canadian Pacific Railway went to great lengths 
to advise the Commission that out of generosity they were making no 
adjustment for winter switching and that their resultant study was 
therefore conservative, By May, 1960, at the time of filing Exhibit 
132, the same spirit of generosity was not ee den and this exaggerated 
winter switching adjustment was included. 

The evidence of Messrs. Borts and Banks indicates that the generosity 
reflected in Exhibit 132 was in favour of the Canadian Pacific Railway 


to the detriment of the shippers of grain, 
TRAFFIC AND GENERAL 


At page 2518, Volume 18, Mr. Stenason refers to the cost incurred for 


traffic and general expenses: 


" ... Traffic expenses are those incurred in securing 
traffic and pricing railway services. General expenses 
include items such as salaries of general officers and 
clerks, and pensions." 


Exhibit 68 as filed in December, 1959, showed a cost allocated to the 


study traffic under these accounts of $4,790,910. Revised Exhibit 68 


based on Exhibit 132 listed traffic and general applicable to the study 


traffic at $4,170,285. This item was discussed with Mr. Stenason 
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commencing at page 11713, Volume 66. Under the Uniform 
Classification of Accounts, the items listed under traffic are: 

superintendence, agency, advertising, 

associations, industrial immigration, 

bureaux, insurance, stationery and 

other expenses being accounts 351 to 

359 inclusive, 
Under accounts 451 to 462, which are the general expenses, are 
included such items as: 

general officers, clerks and attendants, 

office expenses, law expenses, insurance, 

pensions, stationary, other expenses and 

joint facilities, 

517. ‘Ve went on to ask the witness what was the cost to the Canadian Pacific 

Railway each year in soliciting grain traffic. He answered at page 
11714: 


On | There is solicitationof grain traffic. 


Q. They actually seek it out, Mr. Stenason. 
They are looking for grain traffic? 


A. Our Traffic Department spends time in 
connection with the movement of grain 
traffic. 

Q. Actually soliciting the movement of the 


grain at statutory rates? 

Ps Soliciting traffic. 

Q. I am interested in the grain traffic. Your 
traffic department actually goes out and 
tries to solicit increased tonnage at these 

very low figures? 

A. Yes. Once maintenance expenses, and so 
forth, and the plant is undertaking to 
handle a certain volume, the traffic is 

solicited." 

518. It seems fantastic that Mr. Stenason would seriously argue that the 
Traffic Department of the Canadian Pacific Railway would strenuously 


solicit grain traffic unless, as contended by the Province of Manitoba, the 


carriage of grain is in fact a compensatory movement to the Canadian 
2 OE OIG ST ls hatchet asl Siok ee Stak atm Sais te ied talent cnet hea toes ee 


Pacific Railway. 
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We discussed with the witness the calculations made by the 

advisors of the Province of Manitoba as to the breakdown of 
accounts under Traffic and General and the allocation made 
against the study traffic. (See page 11718, Volume 66.) 


Charged To Grain 


Account 351 - Superintendence $229, 597 
Account 352 - Agencies $295, 000 
Advertising Account - 353 $ 40,042 
Associations $ 25,919 
Industrial and Immigration $ 44,142 
Stationary expenses $ 47,143 


Account 451 - Covering general officers 
not otherwise provided for 
including fees and commissions 
paid to general officers in 


lieu of salary $128, 241 
Account 425 - Clerks and Attendants $860, 810 
Account 454 - Law expenses - $ 68,094 
Item 457 Pensions $1, 979, 940 
Account 458 - Stationary general $ 71,719 


Account 460 - Other Expenses $1, 377, 000 

| Charged grain with $139, 922 
While charging total passengers and services with $174, 828 
The foregoing figures were submitted to the witness, and he was 
Bead whether in his opinion this was a proper allocation of these 
expenses against the study traffic. At page 11724 he answered: 

" This is the allocation of Traffic and general expenses 

taken as a group. I would not consider it valid to 

break them down as you have done, ' 
As one example of this arbitrary allocation, we referred the witness 


to the cost allocated to grain under agencies, and asked whether or 


not grain was being asked to pay part of the charges of the Canadian 
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Pacific Railway's European General Manager and also their 
representative in Bangkok, 
522. He answered at page 11726: 


as No, that is not correct. Grain 
is being asked to carry ll. 82% 
of the total and it is not valid to 
break it down on an individual account basis. It 
means that grain may be carrying a greater share 
of, let us say, clerical expenses, and foreign freight 
traffic may be bearing the agency expenses, : 


Q. When you made up the figure for 

Traffic and General which you 

started off with, surely you went to your 
accounts; the only source of information which would 
bring up to a total sum would be the accounts that the 
C.P.R. has under Traffic and General, and I assume 
that the accounts they maintain under Traffic and 
General are the accounts are stipulated in the Classi- 
fication of Accounts? 


A. Yes, that is correct. 


Q. And these accounts are the accounts I 
have mentioned -- 351 to 359 and 451 
to 461 inclusive, and you went through 

them and came up with a total figure, and I don't care 
what the mental gymnastics of it are, but to be precise, 
the allocation of the total or any part of it was made up 
of these items that you allocated to Traffic and General 
for a proper allocation of total freight expenses? 


A. Yes, total Traffic and General expenses 
were allocated to all types of freight and 
a ratio was applied to grain, anda similar 
ratio was available for application to other categories. 


Q. A total is usually made up of parts, isn't 
uve 

A. Yes. 

GQ. And the total will only be as valid as the 


parts? You can't put oranges into a machine 
and come out with apples? 


As No, 
Q. Multiple regression doesn't even suggest 
that ? 


A, No, 
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Q. So you received a total, and the total was 
made up of various accounts and you ap- 
portioned part of the total? 

A, That is correct -- no: we apportioned the 
total, We did not apportion parts of it 
individually, We apportioned the total 

as a.total, "' 

It is difficult to understand a total without considering the parts that 
go into this total. We submit that it is similarly difficult to under- 
stand how the Canadian Pacific Railway can seriously advance the 
argument that while the $4, 000, 000 allocated to the study traffic is 
valid, it is not valid to consider fully the breakdown that goes into 


this figure of $4,000,000. The fact that grain should ba asked to 


carry some of the amounts as above set out is manifestly ridiculous. 


Car Days Allocated to the Study Traffic 
This is a particularly interesting aspect of hie Canadian Pacific Railway 
study both from the view point of arbitrariness and from the so-called 
precision of the Canadian Pacific Railway methods of cost allocation. 
In the original submission by the Canadian Pacific Railway in December, 
1959, the railways estimated that costs associated with car days totalled 
$15,190,283. In Exhibit 132 this sum was revised downwards to 
$14, 638, 846, 
The two output units that were used to determine the car days assignable 
to the study traffic were car miles and car days, While the car miles in 
both the original and the revised estimates remained at 213, 831, 793, 
the car days which under Exhibit 64 filed in December, 1959 were stated 
at 3, 385, 910 were under revised Exhibit 64 increased to 5, 274, 358 days 
or by 55.8%. This points up the degree of precision in the methods 
utilized by the Canadian Pacific Railway. As stated by Mr. Banks in 


his submission at page 19231, Volume l16, this major modification ina 
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fundamental measure of output, illustrates the arbitrary statistical 
mechanics involved in the derivation of car days devoted to hauling 

a commodity such as grain, which is carried in cars inter-changeably 
used by other traffic. The original Exhibit 64 used two different and 
inconsistent methods to compute car days. One method was used for 
the Canadian Pacific Railway system as a whole and the other method 
for determining those days allocable to grain. 

It was necessary to develop a system total with which to compare grain 
so that a portion of repair, depreciation and other expenses recorded 


only on a system wide basis could be apportioned to grain, Our analysis 


determined that if the car day method for grain was applied to the system, 
it would more than double system car days. On the other hand, if the 


system method was applied to grain it would reduce grain car days by 


more than half. In either case, the result was the same: a discrepancy 
exceeding 100% in the number of car days assigned to the study traffic. 
We submit that a method claimed to be the ultimate in precision which 
results in a discrepancy amounting to 100% in one basic output unit is 


suspect in all of its findings. 


Cost of Money 
The Canadian Pacific Railway im allocating cost to the study traffic 
during 1958 allocated a sum to cover their calculation as to the cost 
of money to the Canadian Pacific Railway associated with the study 


traffic. The figure appearing in Exhibit 66, charged to the movement 


of grain and grain products in Western Canada, the sum of OLY OL FOL: 


being the alleged cost to the Canadian Pacific Railway of money based 
on investment in road property and equipment allocable to the study 


traffic in 1958. This amount was revised downward by $56,000 in 
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Exhibit 132 filed in May, 1960 but the basis of the calculation remained 
unchanged. Mr. Stenason in filing Exhibit 66 advised the Commission 
that the calculation was based on multiplying the variable net investment 
per output unit for each category by the net cost of money at 6.5% 

(see page 605, Volume 18). The cost of money in investment in road 
property during the study period was calculated at $4, 454, 000 and the 
cost of money on equipment at $7, 448, 000. 

The Commission will recall that when this matter was introduced, 
objection was taken to its introduction on the groundsthat the Canadian 
Pacific Railway was attempting to re-introduce into these hearings a 
matter which had been adjudicated upon very recently by the Board of 
Transport Commissioners, namely, ''the rate base rate of return 
concept" for determining earnings of the Canadian Pacifc Railway. 

This matter was fully investigated in 1952 by the Board of Transport 
Commissioners and their findings set out that for the Canadian situation 


a rate base rate of return as applied to rail carriers was not applicable. 


Due to the unique characteristics of the Canadian Pacific Railway asa 


transportation media, the Board refused to change the present basis 

for rate making in Canada, namely, the requirements formula, 

The Canadian Pacific Railway replied to this objection by the Provinces 
of Alberta and Manitoba by asserting that the introduction of 6.5% return 
on the money invested in equipment was not in fact an attempt to introduce 
the rate base rate of return theory. They argued that the method adopted 
was for the purpose of obtaining a proper cost picture of the money tied 
up in equipment and road facilities necessary for the movement of the 
study traffic in 1958. However, the witness who was called to sub- 


stantiate the figure introduced by Mr, Stenason did not agree with the 
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reasoning of Counsel for the Canadian Pacific Railway. 

The witness, C.W. Smith, an expert from the U.S. tendered 
evidence developing the increase in the cost of money over a 
given period of years and supported the position taken by 


Mr. Sterason that the cost to the Canadian Pacific Railway of 


money during 1958 was 6.5% and that therefore the Canadian Pacific 


Railway must receive on ordinary stock equity capital between 9.25% 

and 9.50% on the money invested in the equipment in road facilities 
associated with the study traffic. ( See page 2875, Volume 20.) 

The important factor that must be kept in mind in dealing with this 

item of expense is that we are not considering what is the cost of 

money in a given period; neither are we considering the amount that 
should be permitted the Canadian Pacific Railway in its general operations 
since this matter,as above stated, has been fully investigated by the 
Board of Transport Commissioners. The study undertaken by this 
Commission has been clearly defined. It is a study of the cost of 
carriage of grain and grain products in Western Canada during 1958. 

The Western Provinces did not request the study, neither did the 

Western Provinces determine the term of years or the geographic area 
that would be covered. It was the Canadian Pacific Railway who instituted 
this study and it was the Canadian Pacific Railway who determined that 
they would establish with precision the cost to the Canadian Pacific 
Railway of the carriage of grain and grain products in Western Canada 

for the calendar year 1958. Therefore, it is valueless to have the Canadian 
Pacific Railway attempt to establish what was the cost of capital on the 
market in 1958, because in the context of this investigation the Commission 
can have no interest whatsoever in the cost of capital in 1958. What the 


Commission is interested in is: what did it cost the Canadian Pacific 
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Railway for capital requirements in 1958? This is the basic 
difference between the Canadian Pacific Railway and the Provinces 
of Alberta and Manitoba in dealing with this item of expense. As to 
the effect of introducing the principle advocated by Messrs, Stenason 
and Smith, we refer to the cross-examination of Mr. Smith where 
the principle is applied to the requirements formula and to the 
permissive earnings of the Canadian Pacific Railway during the 
period in question. 

At page 2923, Volume 21, there is a discussion of the unique character 
of the Canadian Pacific Railway Company as a transportation medium 
in comparison with companies in the United States, particularly the 
fact that the Canadian Pacific Railway has such large holdings of gas 
and oil rights, that it has the power and Sar heats? to enter into other 
competitive forms of transportation, and that its growth potential is 


therefore superior in relation to railway companies in the U.S. 


534, At page 2934: 


Pads Mr. Smith, I would refer you to Schedule 


14 of your precis entitled: 'Rail | 
Enterprise Net Investment, December 
13th, 1958', and I note that you have calculated this net 
rail investment to be $1,440, 149,678. Pursuing your 
approach as to proper return, I take it you would suggest that 
the Canadian Pacific Railway received 6.5 per cent on its 
net rail investment? 


A. Essentially this is correct, but for the 
purpose of this case I have expressed it 
differently. It ought to get the 

compensation for the capital that is represented by that net 

investment with capital broken down between debt securities, 
preference stock and ordinary stock equity. It comes to the 
same thing in the end. 


Q. I have calculated this figure out, 6.5 per 
cent on the net railway investment would 
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return to the C.P.R. $93,609, 729, 
and with reference to the Board of Transport Commissioners! 
Judgment and Order dated November 17th, 1958, I see that 
they have calculated as the permissive level of earnings 
tor Canadian racitic, 1959, at:$65, 525, 000, Under your 
proposed plan that would mean a difference to the Canadian 
Pacific Railway of somewhere in the neighbourhood of 
$39 million? 


A. From the figures you have given, that 
is correct. Do you want me to comment 
on it or stop there? 


Q. My final question is: There is little 
doubt that what you are suggesting is 
that the present requirements formula 

be suspended and that we introduce a rate base rate of 

return? 


Ae That is not so, don't care how it is 
worked out. I would say that the capital 
of this country and the United States 

will erode away unless it is integrated and protected, 

and if it is not protected you are not going to get new 

capital to do the jobs that ought to be done unless you pay 

the going rate for money. It is as simple as this to me, 


Q. But in your opinion the Board of Transport 
Commissioners should adjust their permissive 
rate of earnings from 55 million to 93 million? 


is We are talking about different times, of course, 


Wet Gees LLG SUL RR AD UATE RMON pRURCIay eke SESE Ae jon we Rie LT Mh) ieee 
but in general what you say is correct.’ 


535, It is apparent that Mr. Smith fully appreciated the implications of the 
Canadian Pacific Railway cost of money factor in the grain study. It_ 
is nothing but a subtle attempt to reintroduce the rate base rate of return, 
In the Order of the Board of Transport Commissioners dated November 
17, 1958, the permissive level of earnings for the Canadian Pacific 
Railway was fixed at $55,000,000. The period covered by the Board's 
‘Order coincides with the period selected by the Canadian Pacific 
Railway for costing the study traffic. One year later, the Canadian 
Pacific Railway argues before this Commission and calls Mr. Smith 
to corroborate that this permissive level of earning s established in 
November, 1958 should have been increased from $55 million to 


$93 million. 
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536. This matter has been more recently commented upon by the Board of 


Transport Commissioners in their decision In Re-Increase in 
Commutation Fares, 1959, Volume 79, C.R,.C. page 273, The 
Canadian Pacific Railway in an application to have commutation fares 
increase included a cost of money item based on a 6.5% rate on the 
investment in equipment used in the particular service. At page 295 
the Judgment reads: 

'' An amount for cost of money was included by the Railways 
as an expense in the 1954 application and was discussed 
during the hearings of that application ... In this case 
C.P. included as an out-of-pocket or avoidable expense 
of the year 1958, an item of $199, 180 for cost of money. 

It was explained that this resulted from applying a rate of 
6.5% which C. P, alleged is the long term cost of money 

to the C, P.R. enterprise to half ‘he book value of 
locomotives and passenger cars used in suburban service... 
In the Board's view some allowance for the cost of money 
expended in the purchase of equipment used in the commuter 
service can properly be included as an out-of-pocket or 
avoidable expense of operating that service. We do not 
accept 6.5% as a reasonable rate to use in this connection but, 
having regard to the cost of the equipment actually used in 
this service and the extent to which it has been depreciated 
in the Company's records, we do not believe that the amount 
charged in the present case is excessive." 

537. The important point here is that in November, 1959 the Board of Transport 
Commissioners refused to accept a rate of 6.5% as a reasonable rate to 
the Canadian Pacific Railway. 

538, The only evidence placed before this Commission as to the actual cost 
of money to the Canadian Pe ific Railway in 1958 was the evidence 
tendered by experts called on behalf of the Provinces of Manitoba and 
Alberta, particularly the submission of Dr. M. Ulmer, whose evidence 
appears in Volume 115, commencing at page 19034. Dr. Ulmer 
discusses the background to his study and the data utilized in 


determining what was the cost of money to the Canadian Pacific Railway 


in the period under study, namely 1958. “he Commission will recall 


the strenuous objections taken by the Counse! for the Canadian 
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Pacific Railway to the reception of this etre on the basis that 
the permissive level cof earnings of the Canadian Pacific Railway 
was notinissue. His position changed when Counsel for the 
Province of Manitoba referred to the above quoted evidence of 
Mr. C. W. Smith to the effect that the ultimate result of the 
Canadian Pacific Railway's introduction of 6.5% as the cost of 
capital in 1958 or 9.5% as the cost of equity capital during the 
study period would result in a change in the permissive level of 
earnings of the Canadian Pacific Railway from $55, 000, 000 to 
$93, 000, 000. 

539, At page 19063, Dr. Ulmer discusses the matter of permissive 


dividends of the Canadian Pacific Railway: 
"|... I shall assume that preserving the financial 
integrity of the company means keeping faith with 
the reasonable expectations of stockholders, within 
the limits set, of course, by the company's concomitant 
responsibility to meet the nation's demand for service 
at a reasonable cost. For the holders of preferred 
securities, applying this criterion means simply paying 
the prescribed dividend of 4 per cent. The amount of 
such dividend payments attributable to rail earnings has 
already been given in Table 3 as $2, 211, 209. 


In the case of common stocks there is, of course, no 
contractual 1 obligation, either conditional or otherwise, 
to pay dividends of a particular magnitude, as there is 
for preferred stocks. Nevertheless, for securities of 
certain types, it is sensible to recognize that there is 
an expected yield upon which both the stock-owners and 
the market in general count, This is particularly true 
of great companies,regulated by public authority, 

such as the Canadian Pacific Railway, some of the larger 
and more stable railroads in the United States, the 
larger electric and gas utilities, and some other 
regulated concerns, Such securities are purchased 
primarily for the relatively safe and steady incomes 
they yield rather than primarily for "growth" or for 
possible large but uncertain speculative gains, 


Such observations, at least, are borne out by the 
records. Over the last 10 years -- that is, from 
1950 to 1959 inclusive -- the Canadian Pacific Railway 
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041, 


542, 


has paid a dividend of $1.50 per share regularly, 
except for one year (1956) in which $1.75 was 
paid. A practice of this kind itself enlists the 
type of investor described in the previous para- 
graph, We must assume that the vast majority 
of owners have purchased and hold the C, P.R, 
common stock in the expectation of a dividend of 
about the same magnitude as has been paid so 
regularly in the past, 


It should be noted that in 1959 the C. P.R. common 
stock was priced in the market at a level very close 

to its par value, and that its yield of 6 percent at that 
price was muterially greater than that prevailing for 
the average railroad common stock in the United States. 
The yield of the 25 railroad companies regularly 
tabulated by Moody's Investors! Service amounted to 
only 4.6 percent in 1959." Oo 


At page 19066: 


" We may conclude tht continued payment of a $1.50 
per share dividend by the C, P.R. would in no sense 
break faith with its stock holders or impair its 
financial integrity, "' 


Dr. Ulmer then introduced Table 6, which appears at page 19060, 
dealing with the capital requirements and method of obtaining this 


capital by American railroads: 
" ... The sources of such capital may be internal, 
that is, generated by depreciation charges or be 
retained earnings after fixed expenses and dividend 
payments; or the sources may be external, that is, 
obtained through the sale of equity securities, bonds 
or the assumption of other forms of debt. Table 6 
shows that since 1921 the railroads have satisfied 
nearly all their capital requirements from internally 
generated funds, In not one of the last four decades 
did external sources provide for as much as 10% 
of the total use of capital." 


Table 7 at Page 19071 presents similar data for the Canadian Pacific 
Railway and much the same picture emerges. During the last 30 years 
internal sources have provided for the great bulk of capital require - 
ments ranging from nearly 90% to 100%. Und:r such circumstances 
the need for attracting capital, so emphasized n the Canadian Pacific 


Railway memorandum, is minor if it exists at all. Regulatory policy 
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can indeed eliminate it entirely and as Table 7 demonstrates has 


already done so, As set out in Table 7 commencing.in 1884 to 1894 
when external financing accounted for 100% of the total capital 
requirements of the Canadian Pacific Railway, we find that in the 
period 1940 to 1946 external financing provided nil dollars to the 
total requirements of the Canadian Pacific Railway and that internal 
financing provided 100% of the total capital requirements of the 
railway. Inthe period 1957 to 1959 external financing accounted for 
12.4% of the total capital requirements of the C,P,R, while internal 


financing, including depreciation charges and retained earnings, 
Sa — 


a a rn er ar A sr rer TS 


accounted to 87, 6% of the total capital requirements, 
543, At Page 19076 Dr. Ulmer concludes: 


" A very large prt of the capital requirements of the C.P.R. 
was built up through retained earnings, as we have seen. 
Yet the C,.P,R, memorandum recommends that a market 
rate of return be applied to the firm's total assets, as 
though all financing had been accomplished and would 
continue to be accomplished by the issue of new stocks 
and bonds. The rate of return of 9.25 - 9.5% applied in 
the C. P.R. memorandum to the ordinary stock and 
retained earnings portion of the company's rail assets 
was apparently derived from the average earnings - 
price ratio on the securities of selective railroads in 
september 1959, as shown in Schedule 8 of that memorandum, 
But in 1959 the earnings-price ratio of C,P, common 
was at approximately 8%, not far under the rate for 
other railroads. If a return of 9.5% (after preference 
dividends) were realized on the Ganadian Pacific's 


—— 


a 


retained earnings, as the C,.P.R. memorandum recommends, 
the earnings per share on C, P, common would rise to an 
astonishing 24, 4%. 


If the recommendations of the present report are followed, 
and we summarize them below, the earnings per share on 
C.,P.R. common stock would rise from the present level of 
8% to 11.7% which is in line historically with the average 
performance of railways in their better years." 

544, Dr. Ulmer summarized the permissive earnings of the C, P, R, at 


$50, 745, 951 and concludes this total of permissive earnings amounts 


to 3.5% orf the aggregate capital employed in rail activities, including 
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communication. 'In my judgment it is sufficient to meet all 


financial obligations of the Canadian Pacific Railway to provide 


for fair earnings for its owners, and to keep its property in 
efficient conditions," 

545. It is interesting to compare this finding with the submission of the 
Canadian Pacific Railway to the Turgeon Commission in 1949 where, 
in discussing the cost of money attributable to grain in 1948 they 
stated at page 183: 

'" However, it is recognized that in the case of grain 
traffic, value of service considerations might 
suggest that the grain traffic should not make its 
full contribution to the return on investment but 
should instead contribute on the net investment 
in facilities required in its movement, not less 
than the cost to the Company of its debt capital 
which in 1948 was 3.58%." 

546, Within 10 years the cost of money attributable to grain, has 
increased, according to the present Canadian Pacific submission, 
approximately 300 per cent, 

547. Adopting these findings of Dr, Ulmer, the cost experts for the 
Province of Manitoba and Alberta estimated the permissive 
earnings of the Canadian Pacific Railway on the capital properly 
utilized in the movement of the study traffic in 1958 to be 


$4,886,417. as opposed to the Canadian Pacific Railway's 


calculation, as revised, of $11, 845, 395, 


CONSTANT OR FIXED COSTS 


548. In addition to the out of pocket or variable cost which the Canadian 
Pacific Railway attached to the study traffic for 1958 ( which 


includes cost of money, depreciation and all other directly 
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allocable expenses, ) the Canadian Pacific Railway attached 

to the study traffic additional costs termed fixed or constant 

costs. Fixed costs are those costs which, added to the variable 
costs, indicate the fully distributed or the total cost of a particular 
traffic movement. Inthe 'precise" study submitted by the Canadian 
Pacific Railway in December, 1959, the non-sized related 

constant costs were estimated at $9, 812,923. The size-related 
constant cost, based on miles of track, were calculated at $8, 546, 548. 


In what might be referred to as the more ' 


"precise" study of May, 1960, 
the non-size related constant costs, as calculated by the Canadian 
Pacific Railway, had increased in 5 months to $12, 129, 843 and the 
size-related constant cost had decreased in 5 months to $7, 993, 624, 
Disregarding the complete lack of precision in one or the other or 
both studies submitted by the Canadian Pacific Railway, we will 
discuss briefly the concept of constant costs in the field of railway 
costing, and particularly in the field of rate making. This aspect is of 
particular importance since this Commission is being asked to 
recommend a new rate structure for the study traffic. The 
two fields of costing involve, firstly, those costs directly assignable 
to a particular traffic and secondly, costs which are not directly 
assignable to a given traffic and which must be therefore allocated 
arbitrarily to the particular traffic in varying amounts. 

549, As stated by Mr. Stenason at page 11776, Volume 66: 


" ¥.. constant costs, by their definition, cannot be 


charged or traced to a particular service."' 
550. The Canadian Pacific Railway arbitrarily determined that 15% 


of the total constant cost or otherwise unassignable costs, should be 


assigned to the carriage of grain and grain products in Western Canada. 
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It is the position of the Province of Manitoba that the concept of 
constant costs in the context of this Commission's investigation 
is completely irrelevant since the Commission has undertaken 
to investigate the actual cost to the Canadian Pacific Railway of 
the carriage of grain and grain products in Western epee in 1958, 
The determination of what proportion of the fixed or constant cost 
should be borne by a particular traffic is the function of a rate 
making body, in Canada, the Board of Transport Commissioners. 
The decision of the board will be based on such factors as set out 
by Dr. Edwards; namely the volume of the traffic moving, the 
flexibility of the movement and the total contribution that such a 
volume of traffic and the demands of the market will permit. We 
have discussed previously in this Argument at pase 1% the situation 
in the United States in apn to the movement of coal. This is 
traffic of large volume moving at rates considerably below fully 
distributed costs and yet making the largest net contribution to rail- 
way revenues. 
The subject of constant costs has been dealt with by the Interstate 
Commerce Commission over a period of years, In Statement 4-54 
entitled Explanation of Rail Cost Finding Procedures and Principles 
Relating to the Use of Costs published by the Interstate Commerce 
Commission, and dated November, 1954, this matter of constant or 
fixed costs or fully distributed costs is discussed in detail. At page 
19 the rule in the Supreme Court decision of Northern Pacific Railway 
vs. North Dakota is referred to, and at page 20 the following appears: 
"| .the Court, nevertheless, appreciated the problem of deal- 
ing with the constant expenses when it laid down the following 
rule. 'The outlays that exclusively pertain to a given class of 


traffic must be assigned to that class, and the other expenses 
must be fairly apportioned. It may be difficult to make such 
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an apportionment, but when conclusions are based on cost 
the entire cost must be taken into account.'"' 


553. The Commission continues: 

' The view has sometimes been expressed that under this 
rule a rate, to be above a confiscatory level, must cover 
the assignable (out-of-pocket) costs plus some arbitrary 
apportionment of the constant costs. But, as economists 
have hastened to point out, the effect would be to give to 
the treatment of the constant costs a rigidity in law which 
they do not have in economics and cannot have in the 
practical aspects of rate making. The value-of-the- 
service (demand) factor is not identical for all freight or 
all markets. Prices are never based on an arbitrary 
apportionment of the constant or fixed expenses. Indirect 
expenses never burden all traffic proportionately, ton for 
ton, irrespective of the ability of the traffic to pay. Such 
an approach, indeed, would be contrary to the principle 
that low unit contributions to the constant costs may yield 
increased aggregate contributions as a result of added 
volume, " 


554, Continuing at page 21, the Commission states: 
" Jt appears from the preceeding citation that the Court 

in using the term ‘fairly apportioned', did not mean that 

the rates should be constructed by taking the out-of-pocket 

costs and adding thereto, some amount which is based on 

a statistical apportionment of the constant or fixed cost. 

The Court specifically stated that the value of service 

(i.e. demand) should be considered. As pointed out earlier 

in this chapter, value of service (demand) is, indeed, the 

key to a 'fair apportionment! of the constant cost, "' 


555. The Commission concludes: 
"' In the first citation given above the Court stated that 

when conclusions are based on cost the entire cost must 

be taken into account. This is interpreted as meaning that 

the rate-maker can ignore neither the existence of the con- 

stant costs (or burden) nor the necessity of the traffic in 

question making a proper contribution to such costs. However, 

the measure of such contribution rests on value-of-service 

considerations and not on cost considerations. Any other 

concept could not be reconciled with the fundamental nature 


= ooo ee ee ese 


of transportation costs. 
556. In other words, the function of the cost expert or the cost analyst is 
to determine the direct cost allocable to the traffic under study. Once 
these direct costs have in fact been determined the function of the cost 


analyst ceases. It is then the function of the rate making body, who 
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have before them the economic situation and the traffic considerations, 

to determine what would be a fair contribution by the particular traffic 

to the total overhead burden of the carrier. This was corroborated and 
agreed to by the one independent rate expert introduced by the Canadian 
Pacific Railway, Dr. Ford K. Edwards, who at page 12620, Volume 71 

stated: 


Dt), But you haven't changed your mind one 
bit, Dr. Edwards, to the effect that 
avoidable costs, variable costs, out- 

of-pocket costs, whatever term you want to apply to 
them, is as far as cost finding can go, and that constant 
and fixed costs must be distributed in proportion to the 
ability of the traffic to bear. 


A. Yes. It actually involves economic and 
traffic considerations. 


Q. That was your opinion, Dr. Edwards, in 
the fresh vegetable case, and then on 
March, .. 1955-- you remember being 
cross-examined by Mr. Aldridge at West Palm Beach, in 
1958 in what is commonly referred to as the Southern 
Governor's case... pages 7952 to 7988. ...There was a 
question. ..: 


Q. Would you in the light of your experience 
in transportation, Dr. Edwards, expect 
all commodities or all groups of traffic 

to produce their fully distributed costs? 

A. I would expect them all to produce in 
proportion to their ability to pay, or 
stated another way, giving weight to the 

effect of the rates on the movement of traffic, which goes 
back, I think, to Section (15)a.' " 

557. The important factos is that the function of the cost expert ceases 
once he has determined the variable or allocable costs of the study 
traffic and that in the field of apportionment of constant cr fixed costs 
the matter of traffic movement and ability to pay and economic factors 
generally must be considered. 


558. The experts retained by the Provinces of Alberta and Manitoba dealt 


with this matter of constant costs in order that the Commission would 
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have before it cost studies which were comparable. This approach 
is in no way to be interpreted as an acceptance of the principle that 
constant costs are the proper function of the cost analyst. The 
Canadian Pacific Railway in their revised cost study determined 

the variable costs associated with the study traffic to be $51, 705, 000. 
The experts retained by the Provinces of Manitoba and Alberta 
determined using the Canadian Pacific Railway data that the correct 
variable cost associated wiih the study traffic was $34, 314, 044, 


Revenues as determined by the cost experts 
Peteined Dy The ProvinCes WAS. Wisc scieiels ec ueies wee sees OF, O09, 904 


Adopting the revenue figure as stated by the 
Canadian Pacific Railway, the contribution 
of grain and grain products moving in Western 
SMa Mate OUNTE tO Mer OL CR ee eal ees wees oan 1 880, 746 


Adopting the figures determined by the cost 
experts of the Provinces, the net contribution 


Dy graan.and eran products Tap, Pees Fie he AS .. 885,910 


Accepting the more conservative figure as to the profit realized by 


the Canadian Pacific Railway on the movement of grain, and bearing 


in mind that these figures, based largely on Canadian Pacific Railway 
data, include such factors as solely related costs which are completely 
rejected by the Provinces but used herein to make a comparable study, 
it can be seen that the movement of grain to export positions in Western 
Canada far from being non-compensatory is in fact a large contributing 
factor to the Canadian Pacific net revenues. Moreover, the study con- 


ducted by the Canadian Pacific Railway was the study of a proportional 


rate - it was not a study of the through movement of grain from Western 


Canadian points to final destination. The study does not represent the 


actual total cost and contribution of the study traffic. Therefore, one 


must make a further addition to the net contribution from the traffic in 


question, To this net contribution so determined must be added the 


benefits received by the Canadian Pacific Railway over a period 
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of years from the contract of 1897. 
It has been the view of the Province of Manitoba for many years that 
grain was in fact a large contributing factor to the net revenues of 
the Canadian Pacific Railway. This view was based to a great 
degree on the fact that in years when there was a large grain crop, 
the Canadian Pacific Railway net revenues reflected a definite 
upward trend and that in years when there was a poorer grain crop 
there was a noticeable decline in the Canadian Pacific Railway's 
net revenues. We tefer to the evidence of Mr. C. Jefferson, then 
Vice-President of the Canadian Pacific Railway before the Royal 
Commission on Transportation on February 24, 1950 at page 
16357, Volume 83: | 

me, And you would agree also, I think 

Mr. Jefferson, that this so-called 


wheat economy is of great importance 
to the Dominion as a whole? 


AY | I would agree with that, yes, sir. 
Q. And have you ever noticed whether or 


not, Mr, Jefferson, that over the years, 


that generally speaking when the wheat 


crop has been large and the market good that the Canadian 
Pacific Railway has had a good year? 


A: Oh, yes, naturally." 
We would also point to the data at page 4591 - 2, Volume 31, which 
compare net railway operating revenue and total net revenue as related 


to western grain car loadings for the years 1947 to 1958, 
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COMPARISON OF WESTERN GRAIN CAR LOADINGS 


TO THE RAILWAY "NET" 


(for period 1947 to 1958 inclusive ) 


CUNJR, Cee ea Western Grain 

"Net Oper- ''Net Total Car Loadings 
Year ating Rev- Earnings!! Net (cars) 

enue ($) ($) _{$) 
1947 41,073,000 22,892,189 63, 965,189 289,143 b 
1948 26,530,000 18,419,166 44, 949,166 2514889 . b 
1949 22,222,000 20,613,969 42,835, 969 298,896 b 
1950 59,004,000 38,020,357 997, 854,357 240,060 b 
1951 44,684,000 26,812,832 71,496, 832 347,011 a 
1952 40,366,000 28,930,780 69,296,780 431,893 a 
1953 a7, Dia, O00 26,884, 572 68.467, 572 417,996 a 
1954 147000 279082; 926) 144, 204, 9261), 292.075 «b 
1955 54,076,000 37,326,718 91,402,718 258,588 b 
1956 TapSeGsy000 419895, 827, Lie, 832, 827 356,344 a 
1957 18,610,000 38,246,382 56,856,382 295,622 b 
1958 4,926,000 36,491,847 41,417, 847 207,090 b 


In the above we have indicated by the letter ''a'' those years in which 

more than 300, 000 cars of grain were loaded in western Canada, and 
by the letter ''b'' those years in which less than 300, 000 cars of grain 
were loaded in western Canada, We now recap them as shown on the 


next page; 


More than 300, 000 cars of grain (a) 


CoN, Roe Net GC. Pari Total 
Operating "Net Earnings" "Net" 
Year Revenue ($) ($) ($) 
1951 44,684, 000 267812832 71,496, 832 
1952 40, 366, 000 26, 930, 780 68, 296, 780 
1953 o7, 573, 000 28, 884, 572 66,457) 572 
1956 71,497, 000 41, 335, 827 112,832, 3827 
Total 194, 120, 000 125, 964,011 320, 084, 011 
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Less than 300,000 cars of grain (b) 


Zo 


ait, | teat ss Pe * 2 Total 
Operating "Net Earnings" "Net" 
Year Revenue($) ($) ($) 
1947 41,073, 000 22, 892, 189 63,965, 189 
1948 26, 530, 000 18,419, 166 44,949, 166 
1949 22, 222, 000 20, 613, 969 42, 835, 969 
1950 59, 834, 000 38, 020, 357 ot, 854, 357 
1954 14, 172, 000 27, 032, 926 41, 204, 926 
1955 54, 076, 000 Oi 0eOe. 1 LO 91,402,718 
1957 18,610, 000 38, 246, 382 56, 856, 382 
1958 4,926, 000 36,491, 847 41,417, 847 
Total 241, 433, 000 239, 043, 554 480,486, 554 


Yearly Average 


Total 'Net'' for (a) $320, 084,011 $80, 021, 000 


Total 'Net" for (b) $480, 486, 554 60, 060, 810 

In other words, on the average, when western grain car loadings were 

over 300,000 cars a year the average "'net'' was 33.23 per cent better than 

when such loadings were under 300,000 cars. "' 

562. This data covers the period subsequent to the testimony of Mr. 
Jefferson above quoted, and corroborates his statement. It is clear 
that when Western grain car loadings were over 300, 000 cars a year, 
the average net was 33% better than when grain loadings were under 
300, 000 ea It is submitted that if the handling of grain traffic was 
a deficit movement as alleged by the Canadian Pacific Railway, these 
figures would show a far different net revenue position. 

563, We would also refer to the decision of the Board of Transport 
Commissioners In Re: Domestic Grain Rates Within Western Canada, 
74CRC, 113, dated December 3, 1956, At page 129, Kearney, J. 

Chief Commissioner, discusses this matter of domestic rates and export 
rates on grain and grain products; 
",.Our grain and grain products, as indeed many other 
commodities, to be successfully shipped for export must 


meet foreign competition in the world markets. The laid 
down price must include long haul transportation costs, 
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If transportation costs are too high, export will fall 
off and so will the revenues which the railways derive 
from their transportation, "' 

At page 145: 


" ... A loss of export traffic could have disastrous con- 


sequences to the railways as well as to the country at 
a 
large. 
If grain was in fact a non-compensatory movement, one would find 
it difficult to understand why the Board of Transport Commissioners 


in 1956 would find that a falling off of grain exports would have a 


disastrous effect on rail revenues, 
REASONABLENESS OF RATES 


Certain individuals, particularly the officers of the Canadian Pacific 


Railway, have contended that the present rates for the movement of grain 


to export are in themselves unreasonable, They have alleged that 
rates which were introduced in 1899, by that fact alone, are un- 
reasonable rates in 1960. This method of arguing by presenting a 
conclusion without supporting facts has proven successful with a 
portion of the daily press. One of the benefits that can arise from the 
investigation of this Commission is to finally destroy this 
contention that simply because rates have existed for a long period 
of time, they must by that fact be unreasonable rates, 

The first myth that must be discredited is the allegation that these 
rates have remained unchanged since 1899. There has been ample 
evidence that in fact the rates have not remained unchanged. To 
begin with, the rates established in 1899 were not considered 
reasonable by the shipper of grain and grain products. This is 
obvious from the fact that three years later due to agitation on the 
part of the Manitoba shipper, who at that date was the largest 
producer of grain, the Manitoba Government entered into an 


Agreement with the Canadian Northern Railway under which the 
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rate was Fedoced below the Crow level established in 1889, 

As above stated, the present rate was finally established and 

has remained in exlavente since 1927. 

It is further submitted that it is meaningless to look at a rate 

in isolation without considering the minimum weight requirements 
associated with that rate, For example, in 1899 when the Crow's 
Nest Pass Agreement became effective, the capacity of Canadian 
Pacific Railway box cars was 20 fons? The revenue per car from 
Winnipeg to Fort William based on a 20 ton capacity was $56. 00, 
When the 30 ton capacity cars were introduced a few years later, 

the revenue per car increased to $84.00. Subsequently, upon the 
introduction of the 40 ton car, the revenues increased to $112.00. 
With the introduction of the 50 ton car, the revenue increased to 
$140.00, and more recently, with the general introduction of the 

60 ton car, the revenue is at present $168.00 per car. In other 
words, even if the specific rate had remained unchanged since 1899, 
the cost per car to the shipper for the movement of grain from 
Winnipeg to Fort William has risen from $56.00 per car to 

$168.00 per car with corresponding increases in rail revenue per car. 
Another myth that should be finally put to rest is that the rate has not 
reflected the increased value of the commodity. Mr. Crump, President 
and Mr. J. Roberts, General Freight Manager, Canadian Pacific 
Railway, discussed at length the apparent injustice of the present 
rates in relation to the value of grain today as compared to 1899, 
Once more the facts do not support the conclusion put forward by 
these witnesses. At the time that the Crow's Nest Agreement was 


negotiated, the price of No. 1 Northern at Fort William was 99¢ 
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per bushel and the rate from Winnipeg, under the Agreement,was 
14¢ per 100 lbs. At the time that the rates were re-instated in 
1925, the price of wheat was $1.69 per bushel and the rate of 14¢ 
from Winnipeg to Fort William was deemed to be fair and reasonable 
by all parties, Within 5 years the price of wheat had dropped to 60¢ 
per bushel and subsequently to as low as 54¢ per bushel and even 30¢ 
per bushel, During this entire period the Canadian Pacific Railway, con- 
trary to the practice in the United States, made no attempt to reduce 
the rate on export grain to reflect the reduced value of the commodity. 
On the contrary, the Canadian Pacific Railway insisted and was permitted 
to maintain the rates as established under the Agreement. In fact, 
except for the years 1937 and 1938, the price of wheat did not return 
to the 1897 level or higher until 1943, and today the price quoted 
for No. 3 Northern Fort William is approximately $1.60 or 9¢ below 
the level of 1925 when the rates were reinstated. (The price of No.1 
Northern Fort Willam today is $1.66 or 3¢ below the 1925 level.) 
We refer to the examination of Mr. Roberts at page 3560, Volume 25, 
The danger of considering a rate without considering the minimum 
weight requirements was discussed and also the question of revenue 
per car, 

MN Qs Now, Mr. Roberts, will you tell us 

what the revenue per car of grain, 


Winnipeg to Fort William -- I will 
quote a figure and you tell us if you think it is right -- 


$154, 
A. That would be right based on 55 tons. 
Q. Could you tell us what the revenue per car 


on household goods piggy-back, Winnipeg 
to Fort William, is, and I will give you 
some figures. 


A. I don't have the figure. 
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at $124. per car. 


A. 


I am now quoting from Tariff No. 37, 
made effective March 9, 1959, 20,000 lbs., 
minimum 62¢ per 100, and it worked out 


Well, we would accept that," 


571, In other words, this much abused statutory rate on grain and grain 


products moving for export which returns $154.00 per car creates a 


grave inequity on the Canadian Pacific Railway and is a burden on 


the Canadian shipper. 


However, a rate voluntarily introduced by the 


Canadian Pacific Railway, returning $124, 00 per car is not inequitable 


and does not create a burden on the Canadian freight shipper. This lack 


of consistency in railway policy is further underlined at page 3562-3: 


" Gi 


Be 


And you are also pulling that 55 tons of 
grain and receiving $154, as opposed to 
$124, for a piggy-back car? 


That is right. 


And a piggy-back rate, that is nota 
statutory rate, that is voluntary? 


It is a competitive rate. 
But you put it in yourself? 


Anat ts Right, .. ssi. 


/ 


And you in your proposed rate , you want 
now in revenue per car an increase from 
$154. to $308? 


That is right. 
And that, in relation to $124. for a piggy-back 
car for the same mileage would, in your 


opinion, be a fair return for the work done? 


That is right." 


572, The final myth that must be discredited is the oft repeated statement 


by the Canadian Pacific Railway that the American railroads are paid 


much more for the services they perform in relation to the value of the 


commodity. 


573. The validity of this approach was set forth by the winess, Roberts, in 
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direct examination at page 3422, Volume 24: 
"Q. So in view of this, what did you do? 


A. When a comparison between rate levels 
on similar commodities moving in Canada 
is not possible as an alternative rate for 
the movement of grain and grain products in contiguous areas 
has been examined as a guide. The following table, Exhibit 
47, gives a comparison between the present for the move- 
ment of grain from shipping points in the United States to 
export positions at Duluth and Seattle and the proposed 
rates for the movement of Western Canadian grain for 
comparable distances to Fort William and Vancouver," 


574, At page 3577, Volume 25, this statement is discussed by Counsel for 
the Province of Manitoba, 


' We have examined a document published by the Interstate 
Commerce Commission entitled Freight Revenue and 
Wholesale Value at Destination of Commodity Transported 
by Class 1 Railroads", and this document has the following 
information at Page 13. 


Average Freight rate on wheat per ton - $ 6.13 
Average value per ton at destination - $74. 72 
Freight as a percentage of value ~ 8.2% 


The Canadian Waybill Analysis for 1958 shows: 
Average freight rate per ton (statutory grain) $4.23 


Average price (western wheat), Fort 


William per ton $51. 96 
Freight as a percentage of value 8.1% 
A, Of course the United States figure covers 


all grain by all class 1 railroads in the 
United States, you are taking here the 
revenue from grain in Western Canada,there is quite a 


difference. 

Q. And there is a very large portion moving 
under domestic rates in the United States? 

A. Well, I don't know about that." 


575. It is amazing that the witness would introduce the matter of freight asa 


percentage of price at final destination. If in the Canadian situation we 
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included the movement of all grain and grain products in Canada, 

the price-freight ratio would be more beneficial to the Canadian 
Pacific Railway since it would include the freight revenues on 
domestic rates which are considerably higher than the rate on 

grain and grain products moving to export. It is interesting to note 
that these comparisons with American railroads lost their validity 

for the Canadian Pacific Railway after the above cross-examination, 
From Volume 25 to Volume 125 no further comparisons with American 
railroads are made by the Canadian Pacific Railway. In fact, from 
this point on, when witnesses are questioned concerning rates on 
American railroads, the Canadian Pacific Railway made clear that the 
situation in the United States is different, (Since the tabling by the 
Canadian Pacific Railway of the figures ie Volume 24, Class 1 railroads 
in the U.S, have reduced their rates to export position to meet 

St. Lawrence Seaway competition. ) 


Unreasonableness of Proposed Rates to 
Manitoba Shipper 


576, It is clear from the evidence of cost experts called by all parties to 
these proceedings that the one movement that involved minimum cost is 
the movement from points in Manitoba to Fort William. The facts 
are clearly set out in evidence and common sense would corroborate 
the evidence. The handling is done almost exclusively in solid train 
loads from Winnipeg to Fort William, the gathering system is not 
as extensive as in other provinces and since the crop is ready from 
one week to 10 days earlier than areas west of Manitoba, the movement 
to terminal commences at a period of least congestion. In addition, 
the distance factor and terrain favours the movement from points 


in Manitoba to Fort William, Since the movement of statutory grain 
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from points in Western Canada to export positions returns its 
variable cost and makes a contribution to overhead, then surely 

the movement of grain and grain products from Manitoba points to 
Fort William is a very remunerative traffic for the Canadian Pacific 
and Canadian National Railways. The Canadian Pacific Railway, how- 
ever is seeking to have an upward revision which would result in the 
Manitoba shipper not only paying the inflated fully distributed costs, 
estimated by the Canadian Pacific Railway but in addition 33% above 
these fully distributed costs. 

577. The railways have stated that their fully distributed costs are 1¢ per 
ton mile, The present rate Winnipeg to Fort William - 420 miles - 
is 14¢ per 100 lbs. or $2, 80 per ton which is .67¢ per ton mile. 

The Canadian Pacific Railway proposal would double this rate. In 
other words, the rate from Winnipeg to Fort William would increase to 
28¢ per 100 pounds or $5.60 per ton or a rate of 1.33¢ per ton mils. 
Since the railways have costed their fully distributed costs at 1¢ 

per ton mile, the shipper from Winnipeg is asked to pay 33% above 
fully distributed costs. 

578. The witness, Edwards, was asked about this particular situation at 
page 13084, Volume 74: 

es A We are onto the final point that I want 

to deal with, Dr. Edwards, and that is 
the method of rate making and just and 

reasonable rates, You have told us that the rate being 

asked for by the railway representing full cost is a just 

and reasonable rate in your opinion? 

A. Yes, 

lols Would you feel that a rate 33% above 


fully distributed cost would be just 
and reasonable for moving grain in Canada? 


SL I 


a re 


2 OO a 


| are ae 
ie hh 14 ots eit | ad r 
celieniadials hone iu 


ais FE “4 nae iDJ wy *: ot a oly p 


sv; wsthala't t oF 


. oqqida 4 sdotireg 


ne = 20 
i, he evodia EL. of: a Ss Jans: 


woh Ak 


didest af 18Vvs. 
‘ ; rh vk 


OOF x8 988. 5 


‘et Bha ¥/ 
ai ser betion oe 30! re bud epvaty 


579, 


580, 


rp I would feel that a rate 33% above the 
rate proposed would not be a just and 
reasonable rate, based on the traffic 

and rate making considerations as set forth by Mr. Roberts 

and Mr. Crump," 


When one considers the complete failure of the Canadian Pacific 
Railway to substantiate their allegation that the movement of grain 

to export is non-compensatory, one wonders why such a proposal was 
ever made. This is particularly so since the proposal would burden 
the grain shipper with a rate reflecting fully distributed costs rather 
than market conditions, and other economic and traffic considerations 
which should govern the fixing of a rate. The answer to this question 
can be found in the candid statement of Dr. Ford K. Edwards where 
he was asked by Counsel for the Province of Manitoba, at page 12624, 


Volume 771: 


NO 3 Iam interested in the fact that one of 

the cost studies submitted by the railroads 

in support of this new rate on export grain 
is only one of the contributing factors. What do you think of 
the idea of the railroads that the money, the increases should 
not be borne by the shipper but by the National Treasury-- 
you as a rate-maker? What do you think that does in 
determining the ability to pay? Do you have any comments 
on that, Dr. Edwards, where the railways have stated in 
evidence that the farmer should not pay anymore? 


A, Oh, I think it has a lot to do with the ability 
to pay; it does, indeed. It is a question of 
who pays for this--the shareholders earning 

a very depressed return or some other group to take on this 

broad burden of seeing that this grain moves, " 


At page 12629: 


lh RN I will put it again because it was part of 
cross-examination and I thought you told 
me you took into consideration when as- 
sessing full cost increase demanded by the railways the 
fact that the farmer would not be expected to pay them. Did 
I misinterpret that or misunderstand it? 


A. No, you did not. 


Q. ...And you took that into consideration and 
the fact that the traffic would continue to 


move, because under the C.P.R. proposal, 


the railway proposal, the money would be provided by the 
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Federal Treasury and therefore the traffic would continue 


to move? 
ky That is right. That is the proposal here, "' 
Conclusion 


581. The above statement places in bold relief the case of the Canadian 
Pacific Railway. A great drama was conducted with pomp and 
ceremony, with the introduction of cost experts and senior officers 
of the corporation. When the fanfare of cost studies and dire predictions 
of financial ruin for the Canadian Pacific Railway had been finished, the 
whole case is summed up by the fact that the Canadian Pacific 
Railway requires a subsidy from the Federal Treasury. It would 
have saved the taxpayer a considerable amount of money, in time 
and effort if the Canadian Pacific Railway had been as candid as their 
leading cost expert and in September 1959 come forward and requested 
the subsidy they are attempting to obtain through a rate adjustment 
that would penalize the Western Canadian shipper, This plan of 
the Canadian Pacific Railway can be observed throughout the course 
of these hearings. The Canadian Pacific Railway knew from statements 
by the Prime Minister that the Western Canadian shipper would not be 
required to pay more due to the fact that he had a valid and binding 
agreement entered into on his behalf by the Government of Canada 
with the Canadian Pacific Railway. The Canadian Pacific Railway 
does have serious financial problems, They did not want to expose 
themselves to attack by requesting a subsidy on passenger service 
since as admitted by the Canadian Pacific Railway, these problems 
resulted from managerial decisions. The Canadian Pacific Railway 
also realized that the Canadian Government would not permit the 


extermination of a large section of the economy by pricing grain and 
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grain products out of the market. Therefore the Canadian 

Pacific Railway has come forward with this argument that 

export grain rates burden other traffic. 

The Province of Manitoba submits that on legal and historical 
grounds,the contract of 1897 was as valid in 1958 as it was when 
executed, subject only to the revisions agreed Hed by the parties 

to the revisions in 1925, It is submitted that on the basis of the 

cost evidence the Canadian Pacific Railway has failed to prove their 
allegations. It is submitted that on the basis of reasonableness of 
rates, the rates presently in effect are reasonable, and that far 
from creating a burden on other traffic, makes a contribution to the 
net revenue of the railway. Moreover, when considered in the context 
of the traffic that it generates in the westbound movement of 
consumer and producer commodities this grain traffic is the 

most valuable traffic carried by the Canadian Pacific Railway. 

The Province of Manitoba therefore submits that this Commission 
make no recommendation as to any compensation or subsidy to the 
Canadian Pacific Railway for the movement of export grain. If 

the Canadian Pacific Railway has financial problems, as we have 
shown in the field of passenger and branch line services, these 

are problems of branch lines and passenger services and not problems 
related to the movement of grain. If this Commission finds that 
financial assistance is required it should recommend a subsidy to the 
Canadian Pacific Railway who requires the assistance and not to the 


western Canadian shipper who wants to adhere to the terms of the 
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Agreement of 1897. It is therefore submitted that the present 
rates on the movement of grain and grain products to export 
positions remain at their present level and under the control 


of the Parliament of Canada. 
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PART FOUR 
CHAPTER 8 


OTHER ASSETS 


Clause (a) of the Terms of Reference states: 


' Whether, and to what extent, the Railway Act should 


specify what assets and earnings of railway companies 
in businesses and investments other than railways should 
be taken into account in establishing freight rates, "! 


From the inception of this Commission, the Province of Manitoba 
made it clear as to what our position was in regard to this matter, 

We refer the Commission to page 42 of the transcript of the Prelimin- 
ary Organizational Meeting: 


''As to Clause (d), this is going to be, Iam sure, an interesting 


phase of the Commission as to what other assets, because it 

is difficult, Mr, Chairman and Commissioners, to segregate 
the Canadian Pacific Railway into a transportation phase and 
anon transportation phase in regard to the Dominion of 

Canada, when the Canadian Pacific would have no existence, 
The very raison d'etre of the Canadian Pacific Railway was as 
a transportation medium, and it received as a result of this 
very large grants of land and concessions and other assets 
which are now rather profitable to that organization, If this 

is going to be considered, we may have to open the door and 
take a good solid look at the Canadian Pacific Railway: what 
was the purpose and concept behind the Canadian Pacific 
Railway in the furtherance of national economic policy? You 
might, therefore, have to conclude, after hearing this evidence, 
whether or not certain things were given to the Canadian Pacific 
Railway in the furtherance of national economic policy which 
are now to be brought in as other assets in determining this 
reference." 


584, On December 4, 1959, Manitoba referred to this very important 


aspect of the direction from the Governor-in-Council to this 
Commission. We refer the Commission to page 1239, Volume 10: 


' One of the other directions of the Governor -in-Council was to 


consider whether, and to what extent, the Railway Act should 
specify what assets and earnings of railway companies in 
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businesses and investments other than railway, should be 
taken into account in establishing freight rates. 


At the time of the preliminary hearing we were aware of 
evidence of an historical nature that the Canadian National 
Railway and the Canadian Pacific Railway might submit to 
this Commission to form, in our opinion, a background or 

a context in which we might consider all of the grants 
received by the Canadian Pacific Railway, in particular, from 
the Canadian people through their government, and to try to 
analyse and assess the function of the railway in relation to 
the people of this country, but to restrict it to an historical 
survey of rail transportation problems and develop it into a 
consideration of the 1897 Crow's Nest Pass Agreement 

would, in my humble opinion, be as narrow an approach as 
to consider the history of Canadian political development from 
a perusual of the Statute of Westminister, The terms of 
reference are clear. We are disturbed by the fact that this 
is a continuation from the organizational meeting of this 
attitude on the part of the railways, that all harm commenced 
in 1897;that all railway problems really commenced with that 
agreement, and if that agreement is varied or rescinded a 
new era will dawn. We say that under the charter of the 
Canadian Pacific Railway I will read from the Statutes of 
Canada, 44 Victoria, 1881, by that Act a contract was entered 
into by the Canadian Government on behalf of the citizens of 
Canada, and the Canadian Pacific Railway on the other hand, 
and Section 3 of that Statute, Mr. Chairman, reads: 


'Upon the organization of the said company, and the deposit by 
them, with the government, of one million dollars in cash or 
securities approved by the government, for the purpose in the 
said contract provided, and in consideration of the completion 
and perpetual and efficient operation of the railway by the said 
Company, as stipulated in the said contract, the government may 
grant to the Company a subsidy of twenty-five million dollars in 
money, and twenty-five million acres of land, to be paid and . 
conveyed to the company in the manner and proportions, and 
upon the terms and conditions agreed upon in the said contract, 
and may also grant to the company the land for right-of-way 
stations and other purposes.'! "' 


Acting Chairman: That had nothing to do, of course, with 
the Crow's Nest Pass? 


Mr, Mauro: That is right, Mr, Chairman. That is 
my point. This Commission is nota 
Crow's Nest Pass Commission, and in 

looking at this reappraisal of the railways and transportation in 
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Canada, and the role it has played in the furtherance of the 
national economic policy, I suggest in considering any of the 
historical background all of this material must be before the 
Commission, We say that in addition to the material we have 
requested, which refers to the present-day situation that if 
the terms of reference are to be properly approached by this 
Commission the railway should be further directed to supply 
historical data to the same extent as they have been able to 
present it, in detail, covering the Crow's Nest Pass Agreement, 
because this is not a consideration of the Prairie problems; it 
is a consideration of the problems of the various economic 
regions of this country, the Maritimes, Central Canada, the 
Prairies, and British Columbia."' 


Up to this date the Commission in no way inferred that there would 
be certain areas of the terms of reference that would be foreclosed 
from consideration by the provinces in their attempt to assist the 
Commission. The Province of Manitoba, consistent with the 
position taken at the Pecreeatene meeting sought information from 
various witnesses touching upon this matter. 

We refer to the cross-examination of Mr, Reid, comptroller of the 
Canadian Pacific Aeiivey appearing at page 2076, Volume 15: 


eG), We have had some talk about the dividends received, 


but the Commission has asked us not to refer to them 
until some decision is reached. 


Now, on page 13 of your precis, the last paragraph it says: 


'The cash and lands received under the Contract of 
October 21, 1880, were not subsidies in the ordinary 
sense,'! 


Mr. Reid, would you tell us in what sense they were subsidies? 


Ae The sense in which I mean is set out in the rest of the 
paragraph. 


Q. Are you therefore suggesting that the subsidy and grants 
of 1880 were simply a deal based on the Dominion 
Government wanting to conclude the terms with British 

Columbia and the Canadian Pacific Railway was just the reci- 

pient of this bounty? 
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A. I can't agree with the way you express it. 
587. Mr. Mauro then quoted to Mr. Reid the Section of the Statute of 
1881 above referred to and at page 2078 asked: 


"Q. Now, you tell me that when this document says that 
they are to receive twenty-five million in money and 
twenty-five million acres in land this is not a subsidy 

in the ordinary sense? 


A. It is not a subsidy in the ordinary sense, It is an Act 
of Parliament that had the greatest national purpose 
and was for the purpose of solving a problem, not only 

evolving from the union of British Columbia but for the 

development of Canada, which was of the greatest import~ 
ance to the country,"' 


588, At page 2082: 


so What do you think these words mean, 'the Government 
may grant to the company a subsidy of 25, 000, 000 
in money.' Is that a subsidy in the ordinary sense? 


A. I have not said this was not a subsidy, because the word 
'subsidy' is clearly in the legislation. I have said it 
is not a subsidy in the ordinary sense. 


Q. I would also refer you to the Dominion Bureau of 
Statistics Catalogue No, 52202, Canadian Pacific 
Railway, 1923 to 1958, under what they call 'subsidies'; 


'The Canadian Pacific Railway and other companies now 
comprising the system was granted subsidies from the 
Federal Government, provinces and municipalities in 

the form of cash and expenditures on construction. These 
are summarized in the following table, ' 


... The cash subsidies are: Federal, $88, 437, 180; 
Provincial $12,455, 303; Municipal, $5, 261,064 making the 
total cash subsidies $106,153,547. Now, do you tell me 
that $106, 153,547 and 43, 962,546 acres of land of Canada 
is not a subsidy in the ordinary sense? I agree with 

that because I believe it is in an extraordinary sense," 
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Further, at page 2083, in our discussion with Mr. Reid concerning 
the original undertaking of the Canadian Pacific Railway: 


'"Q,. Then, you state at page 14 that great risks of losses 
were assumed by the Company. What was the initial 
capital paid into the company? 


A, The initial? 
Q. The initial paid subscribed capital? 
A. I think it is $10,000,000, if Il am not mistaken, 


Q. And for that $10, 000, 000 they received a $25, 000, 000 
cash subsidy, 25,000, 000 acres of land and a line in 
Northern Ontario which was subsequently valued at 

$37,000,000, and this was great risks of loss assumed by 

the company? 


A. Well, there was further capital put in.. After the initial 
Capital there was considerable further capital put in 
before the main line was completed. 


Q. Would it seem accurate that by 1922 the earned surplus 


of the Canadian Pacific Railway had risen to $292, 000, 000? 


A, I do not know that figure but it was always the practice 
of the company to pay out less of the year's earnings to 
the shareholders than was shown in the statement in 

order to put money back into the property for development, 


Q. But I take it you and I! will agree that whatever they received 
and whatever sense it was received under the 1881 Statute it 


was given and accepted for the completion and perpetual 
and efficient operation of the railway by the said company, 


A, I do not think it would be proper for me to try to interpret 


the Statute, Mr. Mauro." 


We then discussed with the witness the various other Statutes involving 
subsidies to the Canadian Pacific Railway. These Statutes called for 


the payment of a subsidy of a fixed sum per mile of road. We pointed 


out that these Statues were in no way similar to the Statute of 1881 
which set out the obligation of perpetual and efficient operation and 


maintenance of the road, 
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591, At page 2085; 


NA. 


Q. 


A, 


I think that type of Statute you have shown me there, 
that subsidy of $3, 200 a mile was the most typical, 


(Mr, Mauro) Yes, andI see there is a marked 
difference between that Statute and the Statute of 1881? 


A marked difference, that is right, '' 


592, We would also refer to the testimony of Mr, Crump appearing at 


page 3861, Volume 27; 


tt Q, 


Q. 


Mr, Crump, at page | of your precis, the second complete 
paragraph: 


The early history of Canadian Pacific shows the challenges 
met and the difficulties overcome in establishing the rail- 
way industry in Canada, The financial obstacles in the way 
of railway construction in the first few decades after Con- 
federation were so severe that the Government found it 
necessary to offer inducements before private enterprise 
was prepared to accept the substantial risks involved, It 
will be recalled that an attempt to build a transcontinental 
railway as a government enterprise failed, ' 


And I am sure that you meant also to tell us that private 
enterprise had attempted this and had not been successful 
and if it had not been for government assistance the 
Canadian Pacifie Railway would not have been successful? 


Well I would prefer to put it on a slightly different basis -= 
in order to attract the syndicate or group who would under- 
take to build a transcontinental railway, some inducement 
had to be offered, and whether you call it an inducement 

or government assistance it amounts to the same thing, : It 
was a quid pro quo, It was part of the contract, and in the 
end resulted in the Transcontinental being built, 


But in addition to the fact that the government gave the 
Canadian Pacific Railway $25, 000,000 in cash, and 
25,000,000 acres of land, and a constructed rail line, 


subsequently valued in the neighbourhood of $37, 000,000, and 
these were the inducements for the Canadian Pacific Railway 
to enter into the contract, when the construction began the 
financial situation of the Canadian Pacific Railway became so 
drastic that they came to the government and said: 'You have 
got to bail us out,' and, in order to do this, in 1881 the 
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Dominion Government lent the Canadian Pacific Railway 

$34, 531, 000 and if it had not been for that loan, even after 

this private capital came in, and even after these inducements, 
the Canadian Pacific Railway was threatened with bankruptcy, 


A. That is a matterof history, and 1 agree entirely." 
593, And at page 3863: 


"Q. So that the record be clear, Mr. Crump, you agree that, 
far from being a simple matter of private enterprise 
doing a job, the Government could not huild, it was an 

exellent illistrution of Government and private enterprise 
joining hands for the realization of nationai policy” 


A, Certainly I agree that the project could not have been 

carried out by private enterprise alone at that time, and 

I do not think I know of any better description of the 
situation that existed at that time in Canada than the article 
from, I believe it was the Financial Organ, in London, England, 
entitled 'Truth,' of 1881, where an analysis was made of this 
'mad project! and that the Canadian Pacific would run, if it 
ever ran, through a country that was frostbound for nine 
months of the year and so forth, 


Now, I think that adequately describes the conditions that 
existed at that time when, as a matter of fact, there were not 
as many people in all of Western Canada as there is in 
Winnipeg today. 


@. AndasIsay, both you and lagree that it was necessary 
and proper that if in the case of the federal government 
they wanted to bind this country together with a rail 

line, and if private enterprise could not accomplish it, that the 

two should join together to bring about this object? 


A, Well, certainly, the government could not accomplish it 
alone, and it took the combination that you speak of to 
finally weld this country together. '' 


564, The unique nature of the Canadian Pacific Railway Company as a 
transportation agency was discussed at page 3864, Volume 27: 

"Q, The Canadian Pacific Railway, Mr. Crump, is more 
than a simple investment in rail property, but is a 


corporate entity involving other assets in addition to the 
rail property; is that correct? 
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A. That is correct, 


Q. I wondered whether your other assets shared or partici- 
pated in the general prosperity? 


A, At times, they did; and at other times, they certainly did 
not, But, fortunately, it was very fortunate for the rail- 
way that we had those other assets, But the position of 

the Canadian Pacific, of course, is that the railway enterprise 

should stand on its own feet and it was in that context that I 

wrote this. 


Q. Should the rail enterprise stand on its own feet Mr. Crump 
on everything that the rail enterprise ever received? 


A. I do not understand your question, 


Q. Iam sorry. I wondered if in this connection if the 
Canadian Pacific Railway feels that for example 25, 000, 000 
acres and the $25, 000, 000 and any subsequent receipts 

by the Canadian Pacific Railway received, because of its rail 

enterprise, should be grouped together ? 


A, Not necessarily so. What we received in 1881 was part 
of the contract price, it was a contract, as I understand 
it as a layman, and both sides of the contract were ful- 

filled by 1885, and now I am thoroughly convinced that, as I 

say, the rail enterprise must stand on its own feet, 


Q. ... But we are going to be referring, as this Commission 
progresses, to particular aspects of that contract: 
There is one rather interesting phrase where the Dominion 
government gives you these items that I have mentioned -- 
and there were some others -- for the perpetual and efficient 
operation of the railroad, but this is a legal matter, 


A. That is right. 
Q. And Mr, Sinclair and I will be discussing that? 
The Chairman: I have no doubt that will be done, "' 
595, At page 3879: 
A (by Mr. Mauro) Now, is it not true that the Canadian 


Pacific Railway owns one of the largest single trucking 
companies in the highway transportation business? 
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A, That is right. 
Q. So, you only compete with yourselves? 


A, Well I would hardly express it that way; we have acquired 
and developed these trucking lines in the interests of 
bringing about an integrated transportation company, 

and that is the basis of getting into the trucking business. 


Q. It is rather an unique Situation on the North American 
continent, isn't it, Mr. Crump, where a single trans- 
portation agency is into the field carried by land, sea, 

air, and even another method of carriage by land, by highway? 

Do you know of any other company in North America -- 


A. No, As a matter of fact I might even broaden that, 
Mr, Mauro, to the world, because we are unique in that 
respect. 


Q. And when the Canadian Pacific Railway starts talking 
about competition or the carriage of commodities it 
becomes rather more academic that when an American 

railroad starts talking about losing a high rate of traffic to the 

trucks, because you people yourselves are sharing in this 
truck transportation, 


A, I must say that I don't agree with that statement, because 
competition is so pervasive today and our share is so 
insignificant that I still regard this competition from the 

rail point of view as very real, Now, surely we are in the 

trucking to a degree, but there can never be any thought of 
monopoly in the railway again or in any other form of trans- 
portation, It has now become a highly competitive industry 
and by asserting ourselves into the trucking industry we hope 
merely to participate to a degree in that type of service and to 
give our customers the type of service that he demands. 


Q. Some of this high rated traffic that was lost to the 
Canadian Pacific Railway rail carriers, has it moved 
to the Canadian Pacific Railway truck carriers? 


A. There is no doubt some of it has to a small degree, 


Q. And are you in the business of operating steamships that 
carry freight also? 


A. Oh yes. 
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Q, And how about your air transport, do they carry air cargo? 


A, A very small amount, only surplus to passenger require- 
ments, "! 


596. By the end of January 1960, the Commission had not intimated that 
the provinces would be estopped from discussing this important term 
of reference, Therefore in the precis of evidence submitted by 
Premier Roblin in Winnipeg, the general approach of the Province of 
Manitoba to this aspect of the Commission's hearings was set out 
at page 4269, Volume 29: 

"Q. (Mr. Mauro) The next reference is (d), and it reads: 


' Whether and to what extent, the Railway Act should 
specify what assets and earnings of railway companies 
in businesses and investments other than railways should 
be taken into account in establishing freight rates,"' 


Does the Province of Manitoba desire to make any sub- 
mission on this phase of the inquiry? 


A, Yes, sir, The Government of Manitoba is of the view 
that the allocation of the railway companies! income 
between 'rail' and 'non-rail' in the determination of 

financial requirements for rate-making purposes is not in 

accord with the historical factors pertaining to the creation 
of our railway system, 


We wish in particular to direct the Commission's attention to 

the non-rail assets and earnings of the Canadian Pacific Railway. 
It is our submission that the Canadian Pacific Railway Company 
cannot properly be regarded as a dual corporation; that, although 
the Parliament of Canada in the enactment of incorporation and 
in the subsequent supplementary enactments gave to the 
Canadian Pacific Railway wide powers and privileges, the 
Company was formed in 1881 to accomplish a specific objective, 
to complete and operate the Pacific railway. 


We submit also that the allocation of requirements between rail 
and non-rail income does not provide a proper guide for the 
determination of the financial requirements of the Canadian 
Pacific Railway for rate making purposes. 
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The Canadian Pacific Company was established as an 

instrument of national policy. The contract between the company 
and the Government of Canada dated October 21, 1880 set forth 
the mutual obligations." 


597. Premier Roblin continued at page 4271: 


In consideration of the obligations accepted by the company, 
the government granted to the company a cash subsidy of 
twenty-five million dollars, and twenty-five million acres 
of land with additional lands for rights-of-way in structures. 
The government also transferred to the company those portions 
of the line which it had built through Northern Ontario from 
Fort William to the Red River and from Kamloops to Fort 
Moody in British Columbia; this completed line of seven 
hundred and thirteen miles was later valued at $37, 785, 320. 
In addition, the company also received valuable duty and tax 
exemptions and certain exclusive territorial rights under what 
was known as the 'Monopoly Clause, ! 


We would direct the Commission's attention to the fact that 

the twenty-five million acres of land received by the company 
from the government of Canada were located entirely in 
Western Canada, The territorial monopoly granted to the 
company by the government of Canada whereby the construction 
of other railway lines between the main lines of the Canadian 
Pacific Railway south to the United States border would not be 
allowed was also restricted to Western Canada, 


The Province of Manitoba submits that the Parliament of Canada 
when it established the Canadian Pacific Railway Company 
envisioned a corporate entity and not a corporation with a dual 
purpose and with the segregation of assets between the rail 
enterprise and the various subsidiary enterprises, 


At no time since 1881 has parliament rejected or revised its 
original view of the Canadian Pacific Railway as a corporate 
entity. The Company's Charter has been revised over the 

years but none of the amendments have established new purposes 
or have altered the original objective. The wording of the 
various statutes amending this charter make it clear that 
Parliament had no intention that the company might exercise 

its additional powers as ends in themselves or for purposes 
divorced from the objective for which the company was originally 
formed, Parliament defined the purposes of the Canadian Pacific 
Railway Company in 1881 and it has been the intent of Parliament, 
as stated in the amending statutes, that the additional powers 
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granted to the Company would be exercised only as they 

would contribute to these purposes, The government of 
Manitoba therefore submits that the division of income of 

the Canadian Pacific Railway into 'rail income! and 'non- 

rail income! is not a proper division and that such segregation 
has never been the intent of the Parliament of Canada! 


598, For ease of reference, we reproduce a list of the controlled companies 
and other companies in which the Canadian Pacific Railway has an 


interest, This appears at Page 4273, Volume 29. 


CONTROLLED COMPANIES 
Transportation: 


Canadian Pacific Airlines Limited 

Canadian Pacific Express 

Canadian Pacific Steamships Limited 

Canadian Pacific Transport Company Limited 
Smith Transport Limited 

Smithsons Holdings Limited 

Aroostock Valley Railroad Company 

Central Terminal Railway Company 

Duluth South Shore and Atlantic Railroad Company 
Island Freight Service Limited 

Minneapolis, St. Paul and Sault Ste, Marie Railroad Company 
Quebec Central Transportation Company 
Wisconsin Central Railroad Company 


Other: 


The Consolidated Mining and Smelting Company of Canada Limited 
The Alberta Stock Yards Company Limited 

Canadian Pacific Oil and Gas Limited 

Lethbridge Colleries Limited 

Midland Simcoe Elevator Company Limited 

The New Brunswick Cold Storage Company Limited 

The Scottish Trust Company 


In addition to the above the Canadian Pacific Communications Department 
and Canadian Pacific Hotels Department are operated as a part of the 
Canadian Pacific Railway Company, 
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Other Companies 


The Canadian Pacific Car and Passenger Transfer Company Limited 
Northern Alberta Railways Company 

The Pennsylvania Ontario Transportation Company 

The Public Markets Limited 

The Shawinnigan Falls Terminal Railway Company 

The Toronto Hamilton and Buffalo Railway Company 

The Toronto Terminals Railway Company 

Vancouver Hotel Company Limited 


999, 


600, 


Canadian Pacific Oil and Gas Limited holds mineral rights to exten- 
sive acreage acquired from the Canadian Pacific Railway Company. 

In the case of the controlled companies in the field of transportation, 
such as Canadian Pacific Transport Company Limited, Smith Transport 
Limited, Canadian Pacific Airlines Limited, the railway company is, 

in fact, in competition with these controlled companies which are 
engaged in the transportation of commodities and people. 

At fe 4274 of the transcript we referred to the competition between 
the Canadian Pacific Railway and its subsidiaries. We referred to 


the submission of the provinces to the Governor-in-Council on May 1, 


' The Canadian Pacific has a wholly owned subsidiary known as 


Canadian Pacific Transport, Canadian Pacific Transport has 
a wholly owned subsidiary known as Dench Transport. The 
Canadian Pacific has a wholly owned subsidiary, Canadian Pacific 
Airlines; (See the evidence of Crump, Volume 911, page 165, 
and Buckingham, Volume 914, page 429). These agencies are 
competing with the railways and these agencies are profitable. 
They transport freight and express, passengers and mail. 
Indirectly, by diverting all this traffic from the railway, these 
enterprises contribute to the deficit in passenger traffic and 
contribute to a lessening of the volume of freight and express 
traffic. That is to say, the parent body itself, which is the 
yardstick road and before the Board seeking relief by way of 
increased freight rates, has provided competing agencies to 
the railway as a carrier of freight, express and passengers," 
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In 1959 the Canadian Pacific Railway received; 


Dividends from holdings in other companies $ 8,145,000 


Net earnings from steamships 776, 000 
Net earnings from hotels, communications, 

and other properties 2,710, 000 
Net income from petroleum rents and 

royalties 4,857, 000 
Net income from interests in separately 

operated properties 1, 950, 000 

Total $ 18,438, 000 


As late as August, 1960, the Province of Manitoba had no indication 
that the Commission would either accept or reject our recommenda- 
tions in this regard nor had the Commission indicated their rejection 
of our demands for particulars which would permit us to make a 
responsible assessment and submission concerning term (d). 

Letters were forwarded to counsel for the Canadian Pacific Railway 
and counsel for the Canadian National Railways requesting the neces- 
sary information, This information was denied us and on September 15, 
1960, a motion was made on behalf of the Provinces of Newfoundland, » 
Nova Scotia, New Brunswick, Prince Edward Island, Manitoba, 

BAERS Ieee aN Alberta and British Columbia, renewing the request 
for the information. At page 14772, Volume 86, Counsel for the 
Province of Manitoba stated: 


"... I suggest that it is most difficult to do a proper job, a 


meaningful job, without the data which is within the knowledge 
of the railways; and I say that it would be, in any event, a 
disservice to both my Learned Friends of the railways and 
this Commission if the Province of Manitoba were simply to 
argue for reclassification of accounts without first having 
studied the data available and being able to submit with facts 
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and figures any suggested reclassification. I suggest that 
any study should not simply be iimited to saying: ' Well, 
let's include all surface transportation; this is one of the 
arguments, You don't need any further information, 

Mr. Mauro. Why not just argue on principle? If you don't 
need any further information in connection with Smith 
Transport, Coastal Steamships, you don't need the data, ! 
But I say the study should go further than that, that the re- 
commendations of the Province of Manitoba, if it is going to 
deal with this problem at all, should deal with the whole 
matter of the assets of the Canadian Pacific Railway." 


604, At page 14775: 


'T certainly feel it would be difficult, if not impossible, for me 
to argue without the necessary data because I would think it 
would be unfair to the Canadian Pacific Railway, particularly, 
to start publicity and talk about reclassification with not 
specifying what assets are going to be reclassified, I think 
it would tend to impair the Canadian Pacific Railway's position 
in the money market, Loose and irresponsible talk about 
switching assets without some clear data to support it ] think 
would be a very definite injustice to the Canadian Pacific 
Railway. For that reason I would be unable and very unwilling 

_ to argue clause (d) without having had the benefit of the results 
of a serious investigation of what assets, if any, are to be 
reclassified; what would be the affect on the Canadian Pacific 
Railway and what would be the affect on the rate schedule. For 
that reason I support the motion," 


605. At page 16150, Volume 95, the Commission ruled as follows: 


''As counsel for the motion were advised by the Secretary of the 
Commission by letter dated August 19, 1960, the Commission, 
through its research consultants, has been and is conducting 
an intensive study of the matters referred to in clause (d) 
of its terms of reference. The Commission is satisfied that 
in this way it will obtain all the information necessary to deal 
with clause (d) of the terms of reference, and the motion is 
accordingly denied." 


606. We refer to the statements of counsel for the Canadian Pacific Railway 
at the Preliminary Organizational Meeting where at page ll he states; 


' We will take the point as firmly in such a detailed way as we 
can that it would be a disservice to Canada and to Canadian 
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transportation if businesses which the Canadian Pacific 
corporation happen to be in that have nothing to do with 
transportation were taken into account in fixing freight 
rates," 
It will be noted that Counsel for the Canadian Pacific Railway 
restricted his statement to businesses having nothing to do with 
transportation. This Commission is also required to determine 
what assets granted to the Canadian Pacific Railway in 1881 for the 
specific purchase of "perpetual and efficient operation of the 
railway" are to be considered as rail earnings in the fixing of freight 
rates, 
This Commission will have to decide whether all of the businesses 
having to deal with transportation in which the Canadian Pacific 
Railway is interested should now be reclassified as part of the assets 
taken into consideration in determining rail earnings. 
We refer to the objections of the Canadian National that it would be 
completely unfair to that railway to take into account other assets 
of the Canadian Pacific Railway, since the Canadian National Railway 
does not have the same abundance of other assets as does the 
Canadian Pacific, This is an academic point as it affects the 
Canadian National Railway, since as a Crown corporation its deficits 
are met by the federal treasury. In addition to having its deficits 
underwritten, Canadian National has itself been the recipient of vast 
benefits from the federal treasury. We refer to the judgment of the 


Board of Transport Commissioners in the Base Rate - Rate of Return 


case dated February 15, 1954, where at page 30 the following appears: 
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' What weight they shall have is, in my opinion, left to the 
discretion of the Board subject to this, that after it has 
given full consideration to these agreements as well as to 
the other matter to which reference was made so often on 
the argument, namely, the expenditure of $330, 000, 000 by 
the Parliament of Canada in constructing or aiding the lines 
now forming the Canadian National Railways ...'! 

It is our submission that the Canadian government, for purposes 
of national policy, instead of allowing what is now the Canadian 
National system to go in to receivership and acquiring the assets 
at a nominal figure, paid out in excess of three hundred millions 
of dollars to protect the investors in those railway companies, 
Therefore we submit that this Commission in considering this 
matter of earnings from other assets in the fixing of freight rates 
is not required to distinguish between the Canadian Pacific Railway 
and the Canadian National Railways. 

Due to the limitations imposed by the decision of the Commission as 
to the participation of the provinces relative to this clause of the 
terms of reference, we repeat the recommendation of the Province 


of Manitoba as set forth by Premier Roblin: 


"Firstly, that the Commission undertake a full examination of 
the non~rail assets and earnings of the Canadian railways. 


Secondly, that the present Classification of Accounts be revised 
in order that effect be given to the clear intention of the 
parliament of Canada in 1880, as evidenced by contract and 
statute. 


Thirdly, that the various transportation agencies owned by the 
company and not now considered as rail, be re-examined with 
a view to reclassifying such agencies. "' 
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PART FIVE 
CHAPTER 9 
COST SCALES AND BURDEN STUDIES 


Clause (e) of Terms of Reference states: 

"Such other related matters as the Commissioners consider 
pertinent or relevant to the specific or general scope of 
the inquiry." 

This Commission has been authorized and directed by the 
Governor -in-Council to investigate inequities and burdens in the 
Canadian freight rate structure and to recommend methods of 
alleviating such inequities and burdens. It has been the position 
of the Province of Manitoba from the opening hearings of this 
Commission that it would be impossible for the Commission to 


properly report to the Governor -in-Council as to the existence of 


inequities and burdens in the freight structure, their incidence upon 


the various regions of Canada, and the methods to alleviate them, 


until the Commission had completed a full study of the rate structure 
and traffic ive Mettts in Canada, 

At the Organizational Meeting of this Commission, Counsel for the 
Province of.Manitoba at page 41 stated as follows: 


' We will want to investigate various other rates in the Dominion 
of Canada, My Learned Friend Mr, Sinclair suggested that a 
cost study had been made on the Crow's Nest Pass rates, I 
now want to give notice to my Learned Friend that insofar as 
the Province of Manitoba is concerned, we are going to strongly 
submit to this Commission that the Commission should not 
look at the Crow's Nest rate as an inequitable rate without 
looking at many other rates, because if we are going to start 
costing these rates, we want to take a look at the general 
transportation picture as it affects the Canadian Pacific Railway 
and find out where those burdens are." 
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614, At page 116, following a conference of counsel, the Chairman asked: 
"@. Did you take a part in this conference? 


Mr. Mauro: Yes, I did, Mr. Chairman, and I want to 
reiterate my feeling of concern over a 
change in the atmosphere that might enter 

into this Commission's hearing from yesterday. I want to 

underscore what I said yesterday ... on behalf of the 

Province of Manitoba, that we do approach this Commission's 

hearings ... with a feeling of co-operation and with an intent 

that the results of the Commission will benefit the whole of 

Canada and not one particular section. We have done some 

little work in the Province of Manitoba in the preparation, 

but we felt it would be completely impossible to constructively 

assist this Commission without fairly detailed information as 

to this question of burden and the national economic policy,"' 


615, At page 119: 


'T am only presenting this evidence ... to support our con- 
tention that there are other fields that might require investiga- 
tion; that if we are to determine burdens then we must look at 
the whole freight rate structure," 


616. At page 118: 


' There is a document ... called the Waybill Analysis, which is 
put out annually and gives certain information, It is based on 
a 1% sample of traffic in Canada, and under that document 
we find -- Iam referring to the 1958 document -- that the 
statutory grain rates returned an average revenue per car 
mile of 27¢. As we proceed through this document we note 
that in the case of poultry and dressed poultry there is a 
return of 29¢ per car mile..... In the case of coke it is 18¢ 
(per car mile). Remembering always that the statutory grain 
rate return was 27¢, coke returned 18¢. ... Ores and 
concentrates returned 22¢, and the Crow's Nest Pass rates, 
oTe.? 


Our request for this information at the time was denied, 

617. On January 26, 1960, a motion by the Provinces of Alberta and 
Manitoba, supported by the Western Wheat Pools, and United Grain 
Growers, again requested information that would permit a proper study 


of burdens in the Canadian freight rate structure, Counsel for the 
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Province of Manitoba referred to the above noted statement and 
at page 3951 of Volume 27, stated: 


' That was the position of the Province of Manitoba on the 
17th and 18th of September, and it continues to be the 
position of the Province of Manitoba, Subsequent to those 
meetings we sought to do what we thought to be in the best 
interests of the Commission; we retained experts in the 
United States, and they confirmed our initial feeling, that 
without fairly detailed information as to the burdens and 
contributions to revenue, our position would be greatly 
handicapped, 


On February 8 you will be in Winnipeg and you will hear a 
general outline of Manitoba's approach to the terms of 
reference presently before this Commission. ... regard 
to this motion,. firstly: can the railways present this in- 
formation? secondly: should they be compelled to give 
this information ? . 
. I think there can be very little doubt that the railways 
have it within their means to prepare the information, and 
the decision rests with this Commission and this Commission 
alone as to whether or not they should be required to present 
this information, '! 
The Commission then requested that the various cost experts meet 
in January in Ottawa to discuss the possibility of some compromise 
solution, At this meeting, chaired by Commission Counsel, no 
settlement of this problem was reached, Subsequently the 
Commission refused the motion of the provinces and the grain inter - 
ests to have a proper burden study conducted by Commission staff 
for the other interested parties. 
The lack of sufficient data in Canada to permit proper assessment of 
these problems has been clear to the Province of Manitoba for some 


time, Although the motion for detailed information was denied, the 


Province of Manitoba is still of the view that this Commission could 
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make an important contribution to the field of transportation economics 
in Canada by recommending that more detailed data be published 
annually by the Board of Transport Commissioners. In the sub- 
mission made on behalf of the Province of Manitoba by Premier 

Roblin on February 8, 1960, the following statements appear at 

page 4223, Volume 29: 


''In Canada when the Canadian Railways find that the revenue 
contributions from the various segments of traffic produce 
a total which collectively is insufficient to cover operating 
and overhead costs, the practice has been to apply to the 
Board of Transport Commissioners for permission to increase 
all rates to yield sufficient additional revenue to meet their 
requirements, This increase is calculated by raising virtually 
all rates by a specified percentage, Since the Board of Trans - 
port Commissioners have not interested themselves in the 
manner in which the railways collect these increased revenues, 
certain rates,. first reduced to meet competition were then 
exempted from the subsequent general increases over a period 
of years, with the result that today they are unduly depressed 
in relation to the general rate level. 


We contend that there exists in the present freight structure a 
number of rates which are in fact unduly depressed, which do 
not in fact bear their proper share of the fully distributed 

costs, At present before this Commission a very intensive study 
is being made of the railways' claim that the statutory grain 
rates do not return fully distributed costs, We strongly suggest 
that there are other rates which are at the same level or lower 
than the ‘level of the statutory grain rates. We suggest that 
these rates must be similarly suspect, These suspect rates 
must be distinguished from the statutory grain rates since 

they are not the result of any agreement between the Canadian 
railways and the government or of the people of Canada, More- 
over, there has been no consideration received by the railways 
for the implementation of these rates which can only be categorized 
as voluntarily depressed rates. We suggest that if the freight 
rate level in Canada is to be truly equitable, that if the freight 
rate level in Canada is to meet its objective of permitting the 
development of all the regions of Canada, then it should be such 
that one portion of the economy should not be obliged to con- 
tribute a disproportionate share to the overhead or fully dis- 
tributed costs of the Canadian railways." 
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622, 
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At page 4225: 
' As the Commission is aware, we have requested that the 
railways be required to provide information to us and to 
our transportation consultants which would permit us to 
make a full investigation of particular rates. We have 
requested this information because it is our submission 
that in future before general freight rate increases are 
granted, the Board of Transport Commissioners should 
examine the overall rate structure in order to determine 
whether or not various commodity movements are in fact 
making their proper contribution to the railways! fully 
distributed costs," 
Pursuant to the recommendations of the Turgeon Royal 
Commission and its report published in 1951, the Board of Trans - 
port Commissioners publishes what has become known as the 
Waybill Analysis based on a 1% sample of waybills handled by the 
Canadian railways. This document has proved to be most valuable 
for both the railways and shippers in ascertaining various informa- 
tive data regarding the movement by rail of commodities within 
Canada, It has now become obvious that additional data are essen- 
tial if the shippers and the railways are to treat future freight rate 
adjustments in a constructive manner, We do not have to emphasize 
this matter since it has been argued at great length before this 
Commission, It has been the submission of the Western Provinces 
that unless a great deal of additional cost data were made available 
to us by the railways, we could not adequately perform our function 
before this Commission, 


The Commission is aware that in the United States the railways are 


required by law to provide data to the Inter-State Commerce 
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Commission which permits that body to publish reports commonly 
referred to as ''Cost Scales" and "Burden Studies.'' These reports 
enable interested parties to assess their contribution to fully 
distributed costs and to compare their position with that of other 
shippers, These studies are of equal value to the regulatory agency 
in fulfillment of its duty to ensure equitable treatment of all parties. 
It has become increasingly apparent that such data are long overdue 
in Canada, 

623, The position of the Province of Manitoba has been supported by other 
provinces and various organizations. The main objection of the 
railways to such studies is that they take considerable time and effort 
on the part of the railways; that they do not have the informs tion 
readily available and that the resultant studies would be of little value. 
As to the first objection, that of time required, we suggest that it has 
little merit as far as this Commission is concerned if, in fact, the 
data will be of material assistance to regulatory agencies, shippers 
and carriers, 

624, Dr. F, K. Edwards, a witness called on behalf of the Canadian Pacific 
and Canadian National Railways, at page 12760, Volume 72, stated: 

ALA I noticed, Dr. Edwards, in many of these cases in which 
you have given evidence, you refer frequently to the 
Inter-State Commerce Commission 'Burden Studies' and 

'Cost Scales' as providing basic data to you? 


R<é Yes, 


Q. Could you explain to the Commission what these burden 
studies and cost scales are? 
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Mr, Sinclair: I object to that question as not having any 
relevance to the issue being discussed in 
the evidence being put before the Commission, 


Mr. Mauro: It has a great deal of relevance which I will 
explain at the time of my argument, 


At the time the Commission sat in Winnipeg, 

if is on the record that the Province of 

Manitoba shall make certain recommendations 
on this matter. Here is a gentleman called as a witness, and 
part of the examination that I have put in -- cross-examination --= 
has been upon the figures arrived at by the I1.C.C. Burden 
Study. 


The Chairman: Off the record this has been discussed, 
Mr, Mauro: ./ . And on the record too; Mr, Chairman, 
The Chairman: Yes; we might get Doctor's definition of it. 
Mr. Mauro: Could you explain what the burden study is? 


x's Well, I have in my hand the burden study which is entitled 
'Distribution of Income Revenue Contribution by 
Commodity Group.' This burden study represents a 

costing under the straight unadjusted rail form procedure of 

all carloads of traffic in United States, performed annually, 

on an out-of-pocket basis and also on a fully distributed cost 

basis, distributing the constant passenger and L,C.L. deficit 

per ton and ton-mile. There are two levels of costing by 
individual commodity movements within and between each rate 
territory and compared with respect of revenues; and the 
amount of revenue in excess of the out-of-pocket costs is the 
contribution to burden -- the burden being those expenses which 
are not variable with the movement of an individual car of, 

we will say, cheese, 


It provides an area indicating the degree to which under the 
rate structure and the impact of the various factors that go into 
rate-making -- it provides a degree to which the revenues equal 
or exceed, or, in some cases, fail to equal, the out-of-pocket 
cost; or, likewise the amounts either above or below the fully 
distributed cost, both percentage-wise and in dollar amounts, 


Q. Thank you Dr. Edwards. ... 


Then, I understand that the cost scales are based on the 
burden study? 
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A. Well, the burden study is based on the cost scales. 


Q. So that the cost scales are a preliminary study and then 
the burden study is an analysis of the costs scales and 
found in that study? 


A. It is an applicatim of the cost scales to the traffic, with- 
out any adjustment -- as I referred to in Rail Form A 
Adjusted and the other studies that couldn't be done with- 

out costing simultaneously every carload in the country. 


Q. I understand that in the preparation of these studies 
Mr, Gilbert Parr assisted you? 


A. That is right. 


Q. And I assume that you have found these documents of 
great use in your work as a consultant to both railways 
and shippers? 


A. Well, yes; they are a guide, both used and misused. 


Q. And have you any personal knowledge that such studies 
have injured the carriers and their operation of business --~ 
from your own personal knowledge? 


A, Well, that is a difficult question to answer, There were 
some objections to these studies by the carriers to the 
effect that there would be some misapplication or mis- 

representation by parties, 


Q. Have you, from your own knowledge, knowledge of an 
instance where actual injury has been suffered as a result 
of the work that you and Mr. Parr did in these studies? 


A. Well, if they suffered, they suffered in silence insofar 
as Iam concerned, except for these broad observations 
1 have made," 


625. Dr. Ernest Williams was also questioned concerning this matter and 
his evidence appears at page 16990, Volume lOL: 


wie: I will go even further, Mr, Chairman; I am asking the 
opinion of the witness, who, I think, is well qualified 
to express an opinion, with respect as to whether this 
sort of thing should be introduced as a routine matter and 
made available to the Board of Transport Commissioners and 
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their economic and accounting section, That has not been 
closed, I hope, atall... 


Q. The ruling is that this Commission would not order the 
railways to provide the data at that time, That is 
finished; that issue is dead and concluded, I am now 

talking about a recommendation of this Commission which we 

are going to ask, that that kind of information become routine 
in Canada as it is in the United States. As to that, the 

Commission is eminently qualified to express an opinion. 


Commissioner Mann: Dr. Williams, your general answer 
to such a question, if it were given, 
would follow, would it, along the lines 
of what you state under 'cost finding and federal transportation 
policies! at page 9 and 19? 


The Witness: Very much so, I suspect, since we 
had quite an examination of this 
problem made at the time of that study. 


Well, it is a question which probably calls for a rather com- 
plicated answer, I think it will be obvious to the Commission 
that any recommendations that ran in the direction suggested, 
that the cost of the service has become, and must by the nature 
of economic circumstances become, a more important test 

of successful rate making in the present competitive area, and 
will certainly suggest that some kind of cost finding procedures 
become essential. The one, in the first instance, essential to 
the carriers themselves, and this is the thing which our own 
railroads were quite reluctant to recognize because the rail 
cost finding problem is certainly one of the most difficult 

cost finding problems that can be presented in the whole field 
of economics. Moreover, it was not a thing traditionally neces - 
sary nor a thing the carriers were naturally prepared to come 
forward with. But certainly it is becoming recognized by our 
railroads and increasingly, I think, by shippers who are 
called upon to negotiate rates with carriers, as well as to 
contest rates and re gulatory proceedings, that cost tests have 
become increasingly important, They have certainly with us 
become especially important in the matter of trying to deter- 
mine in the regulatory process how low a carrier of any kind -- 
not just railways but other forms who may be in competition 
with one another -- ought to be permitted as a matter of pub- 
lic policy to go in making rates ... 


That involves not only, obviously, a determination of what the 
cost of the service will be, but also an estimation of what the 
volume of the traffic will be, because unfortunately the be- 
haviour of cost is related to the matter of volume."' 
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2389 


Dr. Williams defined ''Cost Scales" and ''Burden Studies" and 
discussed their value and use at page 16999: 
"Now, this enables us to see in a rough way, and subject to 
the conditions that have to attach to the cost studies them- 
selves, what the apparent position of various commodity 
groups is. It serves, certainly, a kind of screening device. 
It is not, at its present state, I think, sufficiently acute as 
an analytical tool to enable us to deal with close cases without 
going further, but I think it has been in our case in the regula- 
tory side and to shippers and carriers alike a very useful 
approach as a rough approximation, and it cannot be purport 
to do much more than that, unless you supplement it with 
some additional studies and you supplement it with some 
adjustments from the scale costs as shown in this publication, 
There can be little question that from the viewpoint of usefulness, 
the need for such studies in Canada is acute, Some further step in 
costing information is required by the regulatory agencies, shippers 
and carriers, 
As to the matter of whether or not the railways have the information 
at their disposal, it is clear that the necessary data is, in fact, 
available. In the case of the Canadian National Railways, it was 
stated that from January 1 to June l, 1960, the Cost and Statistics 
Branch of the Research Department had processed 230 requests for 
costs, involving from one to several hundred movements each. It 
was further stated that there are 130 persons in the particular 
department and that 35 of these devote themselves to costing rail 
movements. (See pages 13149 - 13150, Volume 75) 


We refer to the evidence of Mr. C. Edsforth, Vice-President of 


the Canadian Pacific Railway, in Volume 13, page 1836: 
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Aid ene And then what cost figures do you look at? 


A. Then we have general cost figures taken out on an 
overall basis by our Department of Research. 


Q. And those are costs of what? 


A. They are costs of hauling the traffic for various distances 
at various rates and in various kinds of equipment. 


Q. And those costs are based on a system average? 

A, Well, I do not know what the Research Department 
take into them, That, of course, is something I do not 
know. 

They just give you the figures? 
Yes, they give us these figures as an overall average, 
They would take, I would certainly believe, all of the 
proper costing techniques in arriving at them." 
The information which Mr. Edsforth refers to as forming the basis 
of his consideration of particular rates, is nothing more nor less 
than that information which forms the basis of the construction of 


the cost scales and subsequent burden studies by the I.C.C. in the 


United States. 


The Board of Transport Commissioners, in their judgment on a 


recent abandonment case of the Canadian Pacific Railway, in dis- 
cussing the costing techniques used by the railway, made the 
following observations: 

' The method was originally developed by staff of the Interstate 
Commerce Commission and has been used by Canadian Pacific 
for about 20 years; it has not been used previously in abandon- 
ment cases but has been used in other cases before the Board,"' 


If, in fact, some additional supporting studies are necessary, this 


is not an insurmountable obstacle when the resultant studies will be 
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of such us@g to the various agencies in this country. 


Recommendation 
The Province of Manitoba therefore recommends that the neces -~ 
sary legislative amendment be enacted crnee the railways to 
supply to the Board of Transport Commissioners cost data in 
sufficient detail to enable the Board to publish annually studies 
similar to the ''Cost Scales" and ''Burden Studies" of the Interstate 


Commerce Commission in the United States, 
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CHAPTER 10 
CO-ORDINATING AGENCY 


There is a further matter which the Province of Manitoba has 
put forward under "Other related matters pertinent or relevant 
to the specific or general scope of this inquiry."' 

634, At page 4276, Volume 29, Premier Roblin stated: 


' We suggest that perhaps the time is now opportune for a 
critical re~appraisal of the federal government's admini- 
strative agencies in the field of national transportation. 
When one considers the very large sums of money which 
are expended annually by the federal government on trans - 
portation matters, the importance of efficient administra- 
tion becomes readily apparent. And I would like here just 
to refer again, sir, to the report that was tabled at Exhibit 
94, referring to the expenditure in 1958 of some two hundred 
and twenty million dollars by the Government of Canada 
in matters of this sort, 


There exist at present a number of agencies and departments 
of government which administer particular aspects of trans- 
portation by rail, water, air, and pipeline. These agencies 
are: The Board of Transport Commissioners, The 
National Harbors Board, The Canadian Maritime Commis- 
sion, The Air Transport Board, The National Energy Board, 
The Department of Transport has jurisdiction over a number 
of matters and the federal interest in highway construction 
is administered by the Department of Public Works in the 
case of the Trans-Canada Highway and the Department of 
‘Northern Affairs and National Resources in the case of 
roads to resources. In addition, the federal government's 
jurisdiction with respect to interprovincial transportation 

by highways is exercised by the ten provincial authorities, 


This multiplicity of administrative agencies has resulted in 
the fragmentation of national policy and has increased the 
difficulty of implementing a consistent plan where the role 

of specific aspects is properly assessed from the standpoint 
of the overall policy. The very volume of specific problems 
constantly before present administrative bodies makes it 
impossible for them to undertake the necessary research with 
a view to future development, Rather they are obliged, by 
time and complexity, to deal with immediate regulatory 
problems. In short, our present system can only deal with 
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problems after they arise, rather than consider policies 
which might either forestall such difficulties or deal with 
them before the damage is such as to demand regulatory 
redress, 


This problem of co-ordinating administrative agencies 
has received study both in Canada and in the United 
States," 


With reference to the problem in the United States we refer 

the Commission to the text, ''National Transportation Policy" 
by Charles L., Dearing and Wilfred Owen which was prepared in 
1949 for the Brookings Institution in Washington, At page 384; 


"Students of government relations to transportation have often 
pointed out a defect in our system of regulation, and that is 
the absence of any sufficient provision for planning and 
prevention, Regulation is essentially a means of curing 
evils after they arise, It would be better, of course, if 
they could be prevented in advance, There is need for 
foresight -- for consideration and comprehension of ten- 
dencies and trends and where they are leading, in order 
that those that are desirable may be encouraged and those 
that are undesirable discouraged. 


Anyone who has served on the Commission knows that it is 
not well adapted to such work, Its functions are performed 
under quasi-judicial procedure, Its attention is occupied 
with specific cases which must be decided, It has little time 
for thought and research on broad lines. It is difficult for 
Commissioners to confer with parties on controversial 
issues, without constant need of protecting their own position 
in the event that they are called upon to play the part of 
judges and actual litigation. Planning and prevention are 
not matters which can well be handled at off times or as side 
issues. They require single-minded, concentrated atten- 
tion, 


For these reasons the creation of a national Transport 


» Lwited YR th, es 


TODPBINOS Peas 3 Serlia«a alts its 
‘ e Sag 


) a | 


snote- 
PN ata el ites Eh nea eae ) : i seins 
A! ala ' FD a i all ate peta , wares f (fist i Seay : 
ear Mia. oulinwated ine oniter thee alo. shestils “oo ’ 

e | molten! mY ai pas J 3): sat dod wbute b ovine @ UB 


| , g2 PAE 


V ihie in’ Hoasttebd oF Be dove 0} oman ‘elt 


i 


‘ ; ‘aoe 


ty 
ae ets Ww ontet! hotint). aioak tapl ido oct Qe ani onplos OW 


ayy : ‘ i ar i oe 
ae “yslie’t aoletpqenel ? Laaolinw" oC uu ofialnaeid 
rs Om al ey. aaave Sholaaae hie? bei W bas ats ahs att st ap el: 


era ida Oe nete OF eek ele sy doers MVC oF hae atosbyre! 

| Cus a 6 eras: FURR EDS ECS es IBIS ta ie TTS by: 5 tye baln tog’ 
' a aoe rt BENS {We MAELO NOTTS Se vis Ae SON roads, ei) 

tithe eld) prea el okt ehrgek Ww oltnareng, 
wee od ek Blac, tb eed yoit waste alive’) 

CLigote ay. « ‘oy | Seay Bak ak, Beare ss “shi ea bios Node Me 
| T Oo, Ae ovtts setae stiles TOS) hPa BBL, ow 

ket Gua he Wer) sah Dire Bis: pores boa: eeinnied mt 
totus. od vent si dewweb orm dadt seads LTE a 


" : bene iwoneh eigent eab el Stn’ tard a ah 
| mit rin Gi TK art ed ne Been ‘aul on We sare 


ROU eras wip arth oF wy (LOW Mou ot batguhe dew tom ao 
Seine rehhaiitha adh: uallam eve td) Laloth ele up wobialy. vo 
oo uty Thogy bobtig seaan Ratoichos ity.” va Oy 
gir.) waautd) Bo sokeoas & tMguont aot! 7 sol nt 
UW aatiieg (iw Seles aise neieeh nada 
; oe Aer hat i. - Be 7 
aT Oa Jae Rap og Puce | eobeal |) . 
ROCEED (3009 dba) COP BRS WORST Spt vi Vian ‘edd tite Ue j ‘ 
mo ieaece eae MME ea jail ‘Rae: te Drie’ eaght SAD ial 
a balbrien. abla h Rvs Okabe Mk ath Ante 
Re Sates A ie sae “h yey - 


u i ) 
i¢ 


oThean oft aibeaht so 
Le A id js y 


636, 


od 4 


Regulatory Commission would be required to administer a 
revised program of public regulation applicable to all 

forms of transportation. The key stone of this regulatory 
system would be regulation of competitive rates, operating 
rates and structural organization of individual firms, The 
basic purpose of such regulation would be to prescribe the 
standards of rate and service competition that would assure 
the economic allocation of traffic among the several forms 
of transportation, and to guarantee impartiality in the grant- 
ing and denial of operating privileges to individual firms. 
The Commission would, of course, retain the accounting, 
reporting, cost finding and other ancillary functions essential 
to the effective discharge of its major regulatory duties." 


The above represents briefly the consensus of opinion as to the 
situation existing in the United States. The situation here in 
Canada is of necessity somewhat different but it has received some 
EORRineeation by other bodies, particularly the Turgeon 
Commission in 1949, In the report of that Commission, at page 
279 and 280 under the heading "Reorganization of Control," the 
following appears: 


"It is true that Parliament's lack of jurisdiction over intra- 
provincial transportation presents a major obstacle to the 
full attainment of this most desirable object. It is of course 
permitted to hope that the provinces will someday agree to 
co-operate with the Federal authority in the carrying out of 
a common policy of co-ordination, Until that date comés, 
however, there is no reason why parliament should not 
proceed as far as its authority extends toward the establish- 
ment of a national transportation system functioning under 
the control and regulation of an efficient supervisory board, 
The several means of transportation - railways, airways, 
waterways, (highways), and now pipelines - are distinct 
agencies that are inseparably inter-related. They should 
be so regulated as to service not only individually but 
coilectively in meeting the country's needs. ... 


All this leads to the question whether the policy of close 
co-ordination and central control to which Parliament seemed 
inclined to commit itself in the Transport Act of 1938, should 
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not be evoked once again with a view to its extension rather 
than to its restriction which has been the trend of more 
recent enactments, If this policy of 1938 can be revised 

and made effective it should properly have its beginning in 
the establishment of a strong control organism capable of 
taking the task in hand. Today there are three separate 
bodies, each charged with the control (in more or less 
extensive control in each case) of a part of Canada's trans- 
portation system. They are the Board of Transport 
Commissioners, The Air Transport Board and The Canadian 
Maritime Commission, It must be difficult, with this dis- 
persion of control, to apply to all of Canada's transportation 
agencies like principles of regulation for the accomplishment 
of a common purpose, viz, that of enabling each agency to 
perform its service advantageously and properly as part of 

a national transportation structure, The tendency ofa 
separate independent body is to formulate policy affecting 
transportation without regard to the relationship for the 
various agencies to each other, This anomaly should give way 
to the constitution of a Central Authority which will be able to 
take in hand the major task of co-ordinated control, having at 
its disposal all the benefit acquired from the experience of 
the separate bodies in recent years. 


The adoption of this policy would bring together the three above 
named bodies, re-organized and united and devoted henceforth 
to the pursuit of a well planned policy for the co-ordination 
and regulation of transportation, " 
Since the date of the findings of the Royal Commission on Transporta- 
tion filed in 1951, we have seen the rapid development of highway 
transportation in Canada, the opening of the St. Lawrence Seaway, and 
the completion of a network of pipe lines across the nation, It is the 
submission of the Province of Manitoba that the need for co-ordina- 
tion and unification and direction is more acute today than at the time 
of the above report. 
Subsequent to the report of the Turgeon Commission the Royal 


Commission on Canada's Economic Prospects examined the question 


of co-ordination of the existing transportation agencies and in its final 
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report in November 1957 reached the following conclusion at 
Page 284: 


' We also believe that a more unified approach should be 
taken by the federal government in dealing with the trans - 
portation agencies under its control. Rather than having 
each transportation enterprise competing, and unequally 
at that, for the tax payer's dollar in order to be able to 
conceal the high real cost of certain of the services, we 
believe it sounder, cheaper and more efficient for them to 
provide only those services which will stand on their own 
feet," 


638, At page 287: 

'' We do not think the sort of unity of transport policy we have 
been talking about can be achieved by some super transport 
body with rigid regulatory power even if there was no con- 
stitutional objections to such a scheme. We do, however, 
believe it can be more nearly obtained if the authorities 
concerned seek to ensure that each form of transport as 
nearly as possible pays its own way and is regulated in such 
‘a way as to prevent waste, duplication, and uneconomic rate 
making," 

638A.The Frovince of Manitoba has not, nor do we now intend to advance 
any detailed proposal as to the structure or power of such a tribunal, 
This Commission we suggest can better determine these factors after 
due consideration but we do suggest that it should, of necessity, be 
regional in its representation thus permitting the proper consideration 
of national policies as they affect the various economic regions of 
Canada. Such a body would have its major task, the direction of 
research and planning into transportation problems in general in con- 
junction with, or independent of, specific agencies. In addition, we 
feel that at least once each year such a tribunal or board should visit 


the provincial capitals for hearings on general matters affecting 


transportation in that area and make an annual report to the Minister 
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of Transport, The Province of Manitoba wishes to emphasize that 

the province is not suggesting the establishment of a new regulatory 
agency which would replace the existing regulatory bodies. The 
present regulatory boards are in a position to discharge their ad- 
ministrative responsibilities in their particular fields of jurisdiction 
more effectively than would be possible under a new overall regula- 
tory super agency. We wish to emphasize that we are only suggesting 
that the time is now opportune for examination of the need for establish- 
ing an agency that would direct research and planning into transportation 
problems in general with a view to recommending possible solutions 

to the responsible federal authorities charged with the administration 
of national transportation policy. 

We are suggesting that the experience of the present Royal 
Commission points up that we have perhaps reached the stage in 
Canada where we can no longer afford the luxury of lengthy and costly 
proceedings such as these. It is our hope that a committee as 
suggested herein, having as one of its chief aims continuing study and 
research into the complex and technical aspects of transportation in 
Canada, would diminish the need for full-scale Royal Commissions, 
except on matters of major national importance, 

It has been suggested that the Manitoba proposal would result in another 
administrative agency with additional costs to Canadian citizens, We 
submit that when one considers the costs to the citizens of Canada of, 
the present Commission, in both time and money, a cost which must 


exceed four million dollars in total, the continuing study group as 
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proposed would, in the long run, be less costly and more efficient 


in operation, 


Recommendation 
641. The Province of Manitoba, therefore, recommends: 


That this Royal Commission examine the necessity for 
co-ordinating the administration of national transportation 
policies with a view to providing the most efficient and 
economic means for transportation of people and commodities. 
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CHAPTER, 11 
NORTHERN DEVELOPMENT FREIGHT RATES 


Impact of Freight Rates on Northern Development 

In his Submission to the Commission in Winnipeg, the Hon. Gurney 
Evans, Minister of Tah and Commerce, outlined the major 

role of transportation and lower freight rates in the development 

of Northern Canada, including Northern Manitoba, (Daily Trans- 
cript, Volume 32, pages 4976-4987. ) 

Northern Manitoba has special problems, foremost of which is long 
distances to markets and the inordinately high costs of transporta- 
tion, Development of the region therefore necessitates special 
measures, a number of which have been undertaken in the compre- 
hensive program which the Government of Manitoba has initiated, 

in co-operation with the Government of beeey for the economic 
development and expansion of Northern Manitoba. The absence ofa 
rate structure that would stimulate development presents a particularly 
serious barrier to the economic development of the region. Until 
such time as a more favourable level of rates is instituted, develop- 
ment of the North can only proceed at a relatively slow pace, 

Not only is the present freight rates structure not capable of serving 
the requirements of the northern areas for development but in fact 
it serves to aggravate the disabilities under which operations are 
carried out in remote areas. In consequence, it tends to discourage 
the economic expansion of the underdeveloped regions of Northern 
Canada, 

The present high freight rates affect in particular the two primary 


industries which form the basis for northern economic development: 
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forestry and mining. The growth of import traffic through the 

Port of Churchill, the northern terminus of the railway, is 

dependent on reasonable freight rates for southbound shipments. 

Maximum use of the Port cannot be made under the existing rate 

structure, 

Manitoba Proposal: Development Rates For The Canadian North 
646, At pages 4986 - 7, Volume 32, the Manitoba proposal was outlined: 


' Development Rates for The Canadian North: The present 
freight rate structure cannot facilitate maximum development 
of the resources of Northern Manitoba, Development of these 
resources will result, we submit, in increased and diversified 
economic activities which will provide greater rail traffic 
and revenues, Rate reduction will stimulate the creation of 
entirely new traffic -- this is the point which I made earlier 
and it is one which I regard as being very important -- and 
will increase the volume of.existing traffic. There appears 
to be, however, a disposition on the part of the railways to 
conform to existing traffic patterns, administrative procedures 
and competitive arrangements which inhibit their ability to 
make the necessary adjustments in the freight rate structure, 


Implementation of national policy for the economic development 
of the Canadian north therefore requires, in our view, the 
institution of development rates or alternatively a measure 
providing for a northern development freight rates subsidy to 
enable the railways to reduce the level of rates. There is 
precedent for such a measure of assistance in the particular 
national policies that are designed to assist the various regions 
of Canada in their economic development by means of specific 
subsidies from the federal government for the reduction of 
freight rates to shippers in these regions. Such assistance 
should properly be borne by the national government as part 

of its national development policy, It would enable the railways 
to institute a level of rates that would facilitate the development 
of the northern regions,"' 


No Reduction in Rail Revenue 
647, It is important to note that the adoption of developmental rates for 


northern areas need not result in a reduction in rail revenue. Class 
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649, 


650. 
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rates are generally applicable to and from northern areas, Nor- 
mally the railways do not publish lower commodity rates until 
such time as volume movement is assured, The cost data sub- 
mitted by the witness for Manitoba at pages 15800-01, Volume 92, 
clearly indicate that the proposed rate reductions need not result 
in reduced net rail revenue, For example, ores and concentrates 
appearing in items 28160 and 28225 of Canadian Freight Classifica- 
tion 20 are rated Class 33, minimum weight, 25 tons. 

Using these cost figures, the cost per ton for moving ores and 
concentrates 1,000 miles at class rates is: 


50,000 lbs. 


Terminal Costs $ 62. 89 
Line Haul Costs L768 GL 
Total Costs Per Car 239.60 

Cost per ton at 25 tons per car $ 9.58 


If ores and concentrates were shipped the same distance in 50 ton 
cars, the cost per ton would be: 


100, 000 lbs. 


Terminal Costs $ 64,56 
Line Haul Costs 231.41 
Total Costs Per Car 295.97 

Cost per ton at 50 tons per car $ 3. 92 


The above figures clearly illustrate that the railways could, by the 
simple device of offering a reduced rate in exchange for a higher 
minimum weight, grant northern shippers a reduction approaching 

40 percent and still realize the same net revenue, It is our submission 
that the railways would induce a greater flow of traffic through the 


use of this method. 
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651. The Government of Manitoba therefore recommends that the 
Commission: 

l. Examine the impact of the present railway freight 
rate structure on the development of the Canadian north, 
including Northern Manitoba, 

2. Investigate the means whereby there could be instituted 
development rates or altermatively a ofan develop- 
ment freight rates subsidy for shipments to and from the 
northern regions based on the principle underlying either 
the Maritime Freight Rates Act or the East-West Bridge 
Subsidy. 

Parties Supporting Manitoba Proposal 
652. At pages 5350-1, Volume 34, the Hudson Bay Route Association: 


Qe One of the other ideas put forward by the Province of 
Manitoba is the possibility of developmental rates in 
Northern Manitoba so as to encourage industrial develop- 

ment which should result in both the development of our part . 
of the country and additional revenues to the railway, because 
it would bring about industrial expansion which would result 
in increased traffic to the railway; do you agree with that 
policy? 


A, I agree with that too, 


Q. One other idea that I believe Mr. Evans put forward in 
the field of northern development was that, if necessary, 
a subsidy plan be introduced by the federal government 
_to encourage the development of this region, and this is not an 
unheard of method because we have subsidy schemes in the 
maritime regions and also covering various aspects of our 
national economy, and as a final attempt the Province of 
Manitoba has suggested, if necessary, we even introduce a 
subsidy scheme on the handling of rail traffic into Northern 
Manitoba in order to encourage this industrial expansion, 
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A, You mean a Province of Manitoba subsidy or a federal 
subsidy? 


Q. No, it would be federal. 
The Chairman: ‘Thank you for your question, Mr. Gray. 
The Witness: I just wanted to clarify it. 


Mr. Mauro: I certainly want to clarify it too. You perhaps 
recall that the Arthur Little report underscored 
the almost essential character of transportation 

in the development of Northern Manitoba? As a matter of 

fact, I would say that in the Arthur D, Little Report they said 

there was no other aspect more important to the development 

of Northern Manitoba than transportation -- that it was the 

prime factor that had to be adjusted? 


A. That is correct,"' 


653, At pages 7137-8, Volume 42, the Government of Ontario: 
" ,.This may create an injustice and an impediment to growth 

ard development in northern Ontario and in some other parts 
of our province, As long as there is any cross subsidization 
in railway rates the burden is likely to fall upon those areas 
where geographical location and the character of their produc- 
tion tend to make them dependent upon the railway for service. 
Among the numerous factors which influence economic 
activity and emphasize the importance of railway rates in 
such parts of the province are the following: 


(1) The products of the extractive industries are usually 
comparatively low in value, so that freight charges con- 
stitute a larger component of their delivered cost than 
for many products of the secondary manufacturing 
industry. 


(2) The remoteness of these areas tends to magnify freight 
costs in absolute terms, 


(3) A lower density of roads and more rigorous climatic 
conditions make these areas more dependent on rail 
transportation, 


(4) The fact that a large percentage of the output originating 
in these areas is exported, makes it imperative for 
their primary industries to be able to compete in world 
markets, 


anobul ¢ ~o ybiedwe sloiieM Yo soniverT 2 neem OY) ~ | 
- aay *ybradue 


> eter 4, .. sdierebeb od bluow sf of a? an 


- 

he ®: orl . eM .ncitaedp Ysoy 20) coe slnsdT jected ott 
és e 

Se; 7 _ a svi VE wis o3 CPesTHiaw Sau, I 7 agoattW nat 


aS eqariisy '» ,O@f 31 Vilralo irew viriatyey | sos Y, ee. | 

* bere: Tetnily Pueyed ell turiftaA ant tarlt lisoes o a i 
nonertieq anact te 2214005 Isiinssas tsorin Gal - 

au . 


‘ . at a. amebenm le 4 , 7 
ou ones aA 2A VadotinsM otatineM te Inss qoloveb | orld, rit 
- Cine vei! joA siliid .4 awilinA sit re dad) yaa bigow 2) foal 
tnentac > 913 03 Instisoqimi stom taegen"adio On .6ew sTais) | 
- ) @aW !l fan) ~~ notte) roqacew nad? sdotibei eredtsovt } 

oi { betautbs od of bad Sea) a6tset “ Neneh 
: nif Ua ba uf 
coe 
i ha 100 el ta aT | A fist 
oF irs ia 


a oe WitsinO to Inegnntevod edz fh sorleVv , 8-Véely anne 1 x 


A 0 a 


: iJwotn ot tien! on i & SOrrmeulit ia sjes7D yam a alt, | ee 

arian ~verit ‘pris Gt OG Obvetcd nveddiyon ni oq sarge laveh bets 
OL Skip ‘= FLO (ns Bf sist ta yao! aA SOL von | two to. i i 
E | earre-é 4 | ERG | et ae id of) 2atex YSw list il We fs 
 -apbore of ly *Sstdaerad i Pte moitsno!] La! ige tgosy eTSciw ° A 
UASaivine Tot-yewiiay orl moqe tresbnsdsb atent sateen of busimon | . 
iv, ; roy ¢ noin isoO7L4A} BRotempA Sant gnomA ae. 
Lily avin? ‘ tint t% 4 piri | eSleaidnts base vivitog i 


i espns Li = 99 da a Py se aiiaqisioua it 


aaa! qf aie “ty la OVIF OM IX Be | bY és2U00 i Sri'h Dina 


ra ?t [ tc a 4} f . ; 1 ; my ¢ 7 
"1 yar). Si — ae | Ok 4 May Gl Wool Vv: 'Vi3s TaAqIMgS i 
earl.) a S'S7hiS0 Wan? 10 Insrroc ;OIO. > 199 x8! BR ATuItT & ’ 


fomcoai Yrshio yee eit io alopbor yaant 401 


io Sue Tegiw @teat brs eheor lo wisneh rowol A 
ret) re oy Sgan 9 70fi 2Ee1R Sa@ett einrr anorlibaes 
: MGitaliwogens i? 


Pie Yuogiod SH Sgsineasiog sq ial # tdi fost oft ts 
| ovis ¥ qua ti Badan boriogee $b anos sacd) aie 
iB-p <ueto9 at pita 4 @? esi avanbad ers 2 ae age 


303 


(5) High transportation costs tend to inhibit the development 
of the potential embodied in the area's vast natural 
resources, 


A policy which penalizes progress and which seeks by over - 
charging on the movement of goods on some lines to compensate 
for loss on others will in the end prove self-defeating, Such 

a policy is economically unsound and fails to make the most 

of our opportunities, "! 


654, At page 12460, Volume 70, the Northwestern Ontario Development 


Association: 


"Indeed, in furtherance of national economic policy, we believe 
that Canada should Be as much concerned with the development 
of its natural resources as with the problems of rail transporta- 
tion, Involving as it does the haulage of great volumes of bulk 
commodities, the growth of the former is likely to mitigate 
or solve some of the difficulties of the latter, The institution 
of northern development freight rates to spur the use of our 
mineral and forest resources in the undeveloped regions of 
Northwestern Ontario would seem to merit consideration, "' 


655. At pages 12463-4: 


"Other regions of Canada have received concrete assistance in. 
their development by means of specific subsidies from the 
Federal Government for reductions of freight rates in their 
respective territories. There is precedent, therefore, for 
Similar consideration of the reasonable needs of Northwestern 
Ontario, as part of national economic development policy, 


The Northwestern Ontario Development Association therefore 
recommends to the Royal Commission on Transportation that: 


Development rates be instituted or alternatively a development 
freight rates subsidy for shipments to and from northern 
regions based on the principle underlying other subsidies in 
effect in Canada,"' 


656. At pages 12465-6: 


Gr, And in the third recommendation you suggest that 
development freight rate subsidies be provided. I was 
wondering if you had considered along that general line 

the possibility of direct subsidies to the industries affected, 
or do you think the problems can be better resolved through 
rail transportation assistance alone? 
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A. I believe we have a country that is undeveloped today, 
that it has most of the resources that the world needs 
and that these resources can be produced, can be 

developed and the national economic policy of this country 

furthered if reasonable rates can be worked out to make that 
kind of development possible. I realize it is a subject beyond 
me, 


Q. The problem that ‘is hindering your development is the 
matter of transportation costs, Given a solution to that, 
the development, in your view, would progress? 


A. I think it might be safely said it is a major factor," 


657, At page 12518: 


si At the bottom of that page, in paragraph 47, you are 
advocating the institution of northern development 
freight rates to spur the use of our mineral and forest 
resources in the underdeveloped regions and so on: are you 
restricting your advocacy of development rates to primary 
production, or do you also invisage development rates for 
secondary industries? 


A, I think it would be a mighty big step forward if we could 
start out with the natural resources, 


The Chairman: And you think they would breed secondary 
; industries ? 


The Witness: Yes, we have already instances of that, in 
a small way, where the secondary ones are 
serving the primary resources," 


658. At pages 12530-2, Submission by the Joint Transportation Committee, 
Fort William - Port Arthur Chambers of Commerce: 
' Development Rates for the North 


The present freight rate structure cannot facilitate maximum 
development of the resources of Northern Manitoba and 
Northwestern Ontario. Rate reduction will stimulate creation 
of new traffic and will increase existing traffic, There appears 
to be, however, a disposition for the railways to conform to 
existing traffic patterns, administrative procedures and 
competitive arrangements which inhibit their ability to make 
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the necessary adjustments in the freight rate structure, 
Implementation of national policy for the development of the 
Canadian North therefore requires, in the Manitoba 
Government's view, and that of the Chambers of Commerce 

of Fort William and Port Arthur the institution of develop- 
ment rates or alternatively a northern development freight 
rates subsidy to enable the railways to reduce rates, There 
is precedent for such assistance in the particular national 
policies that are designed to assist the various regions of 
Canada in their development by means of special subsidies 
from the Federal Government for the reduction of freight rates 
to shippers in these regions. Such assistance should properly 
be borne by the Federal Government as part of its national 
development policy. It would enable the railways to institute 

a level of rates that would facilitate development of the northern 
regions. 


The Government of Manitoba has recommended that the Commission: 


19 Examine the impact of the present railway freight structure 
on development of the Canadian North, including Northern 
Manitoba, 

2. Investigate the means whereby there could be instituted 


development rates or alternatively a northern development 
freight rates subsidy for shipments to and from the 
northern regions based on the principle underlying either 
the Maritimes Freight Rates Act or the Hast-West Bridge 
subsidy, 


The Chambers of Commerce of Port Arthur and Fort William 

do hereby concur fully in the above mentioned recommendation 
but with the additional recommendation to the Commission that 
Northwestern Ontario be included as well as Northern Manitoba," 


Respectfully Submitted, 
On Behalf 
OT Che 
Government 
Of The 
Province of Manitoba 


A. V. Mauro, 
Of Counsel for 
The Province of Manitoba. 
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CHAPTER 12 


SUMMARY OF RECOMMENDATIONS 


INEQUITIES IN THE FREIGHT RATE STRUCTURE 


Horizontal Percentage Rate Increases Page 71 


"That future rate increases be applied by way of cents 
per 100 lbs, plus a percentage increase, the cents 
per 100 lbs, factor to reflect increased terminal costs, 
the percentage factor to represent increased line haul 
Soete:” 


Regulation of Water Rates Page 87 


"That water carriers be required to apply and show 
cause for any proposed rate increases: and that in 
such applications, the rates be established on the 
financial requirements of the water carriers without 
reference to the rates of other modes of transportation. 


That the through rate on a shipment carried by more 
than one type of carrier should reflect the relative rate 
characteristics of each type of carrier to the extent 
that each has participated in that movement," 


Discrimination Under the Long and Short Haul Clause Page 109 


' That the railways should not be permitted to select 
the centers which will be allowed to compete ina 
given market, 


When a competitive rate is published from a more 
distant point, the intermediate point should be given 

a rate reflecting its shorter haul to the same destina- 
tion, that is, a rate reflecting its geographic location, 


Normal relations between shipping points to a given 
market should be generally maintained, In other words, 
the rate from Winnipeg to Vancouver should be lower 
than the rate from Toronto to Vancouver on the same 
commodity and similarly the rate from Winnipeg to 
Toronto should be lower than the rate from Vancouver 
to Toronto on a given commodity." 
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Inter-Line Rates Page 119 


' Where freight rates are based on mileage they should 
be based between all stations in Canada on the shortest 
through mileage regardless of whether or not it is 
necessary in the course of the movement to transfer 
the goods from one railway to another." 


BURDENS IMPOSED BY LAW OR PUBLIC POLICY 


Passenger and Related Services Page 149 


' That the railways should continue to achieve efficiencies 
by the elimination of duplicate services and by whatever 
other means are available to them, 


As to the actual net losses resulting from trunk line 
passenger and related services, if such services are 
deemed to be in the national interest, then these losses 
should be met from the national treasury, 


These losses for all future purposes and in particular 
for the purposes of setting freight rates, should be 
removed from the railways! Classification of Accounts," 


Commuter Services Page 150 


" Unprofitable commuter services should be either 
abandoned upon application of the railways or that 
losses on such services, which we define as revenue 
being less than out-of-pocket costs for each particular 
service, should be underwritten by the municipalities 
affected. 


In future, the Uniform Classification of Accounts be 
varied so as to exclude commuter services net losses 
for rate making purposes," 


Branch Line Operations Page 151 


' There should be created a Branch Line Trackage 
Maintenance Fund to cover the maintenance costs of 
those branch lines which are shown to be non-compensatory, 
but which must be maintained in the national interest," 
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Statutory Rates on Export Grain Page 263 


"That this Commission make no recommendation 
as to any compensation or subsidy to the Canadian 
Pacific Railway for the movement of export grain, 
If the Canadian Pacific Railway has financial problems, 
as we have shown, in the field of passenger and branch 
line services, these are problems of branch lines and 
passenger services and not problems related to the 
movement of grain, If this Commission finds that 
financial assistance is required it should recommend a 
subsidy to the Canadian Pacific Railway who requires 
the assistance and not to the western Canadian shipper 
who wants to adhere to the terms of the Agreement of 
1897. It is therefore submitted that the present rates on 
the movement of grain and grain products to export 
positions remain at their present level and under the 


control of the Parliament of Canada," 


OTHER ASSETS Page 279 


' That the Commission undertake a full examination of the 
non-rail assets and earnings of the Canadian railways. 


That the present Classification of Accounts be revised in 
order that effect be given to the clear intention of the 
Parliament of Canada in 1880, as evidenced by contract 
and statute. 


That the various transportation agencies owned by the 
company and not now considered as rail, be re-examined with 
- a view to reclassifying such agencies," 


COST SCALES AND BURDEN STUDIES Page 291 


'" That the necessary legislative amendment be enacted direct- 
ing the railways to supply to the Board of Transport Commissioners 
cost data in sufficient detail to enable the Board to publish 
annually studies similar to the ''Cost Scales" and ''Burden Studies" 
of the Interstate Commerce Commission in the United States," 
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CO-ORDINATING AGENCY Page 297 


"That this Royal Commission examine the necessity for 
co-ordinating the administration of national transportation 
policies with a view to providing the most efficient and 
economic means for transportation of people and commodities, "' 


NORTHERN DEVELOPMENT FREIGHT RATES Page 301 


" That the Commission examine the impact of the present 
railway freight structure on development of the Canadian 
North, including Northern Manitoba and 


Investigate the means whereby there can be instituted develop- 
ment rates or alternatively a northern development freight 
rates subsidy for shipments to and from the northern regions 
based on the principle underlying either the Maritimes Freight 
Rates Act or the East-West Bridge subsidy," 
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LNTRODUCT LON 


The Maritimes Transportation Commission appreciates this 
opportunity to present Summation and Argument in relation to the evidence 


placed before your Commission. 


For ready reference, evidence of the Maritimes Transportation 
Commission including its witnesses is found in 
Volume 83, Pages 14367 - 14483 Volume 8&4, Pages 14484 - 14616 
Volume 83A, Pages 1 - 146 Volume 85, Pages 14617 = 14703 


Submission of the Atlantic Provinces Governments and other 
Atlantic Industry presented to the Royal Commission on Transportation 


during its regional hearings are found in 


Volume 3, Pages 209 - 347 Volume 7, Pages 796 ~ 915 
Volume 4, Pages 348 - 513 Volume 8, Pages 916 ~ 1041 
Volume 5, Pages 514 —- 630 Volume 9, Pages 1042 - 1197 


Volume 6, Pages 631 - 795 


In addition, the submission of Dominion Steel and Coal Corpor- 
ation and evidence of wr. E. Pepper, on behalf of the Nova Scotia Govern- 
ment, is found in 

Volume 85, Pages 14703 - 14746 Volume 87, Pages 14880 - 14929 
Volume 85A, Pages 1 - 42 Volume 90, Pages 15412 - 15456 


Volume 86, Pages 14801 - 14872 


The case of the Atlantic Provinces has been extensively covered, 
not only by the Brief of the Maritimes Transportation Commission, but by 
submissions of various parties to the Royal Commission on Transportation 
during its Atlantic Provinces hearings and by Dominion Steel & Coal Cor- 


poration Limited at the Ottawa hearings. 


The liaritimes Transportation Commission does wish, however, to 
summarize its case and comment briefly on certain matters which were pre- 


sented to the Royal Commission on Transportation. 
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MARITIWE FREIGHT RATES ACT. 


The Maritimes Transportation Commission called for an up-dating 
of the Maritime Freight Rates Act by superimposing upon it a "Rate 
Difference" method of subvention to provide Atlantic Industry with trans- 
port costs to the markets of Ontario and Wuebec roughly equal to the pre- 


vailing transport costs from producing points nearer those markets. 


The proposal for up-dating the Waritime Freight rates Act had 
as its three requirements: 

1. It must be able to bridge the rate gap between Mdaritime and 
Central Canadian producers in the important market of Central 
Canada. 

2.. |t must do this over time and must, therefore, contain a 
mechanism which will compensate for rate distortions arising 
(a) from disparities in the intensity of carrier competition 
in the two Pa vaisian and (b) from agpantin percentage rate 
increases. 

3. \|t must not deprive Atlantic Provinces shippers of the opportunity 
of availing themselves of services and rates of carriers other 


than the railways. 


The Commission's brief recommended that the rate gap between the 
Maritime and the Central Canadian producers in the important markets of 
Central Canada be bridged by the application of the "Rate Difference" 
subvention to the total rate. This "Rate Difference" subvention would 
be in addition to the present subvention paid on the portion of the rate 


under the iaritime Freight Rates Act. 


The rate difference subvention would be in recognition of the 
circumstances and conditions which have arisen as a result of the growth 
of competition in transportation, particularly in Central Canada,and which 
has rendered the Act in its present form less &.less able to provide the in- 


tended statutory protection for Atlantic industry in the central markets. 


The brief set out’ a method of rate level measurement by cal- 


culating average rates and the percentage reduction required to bridge 
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the rate gap from data contained in the Board of Transport Commissioners 
Annual Waybill Analyses. Based on the 1958 \/aybill Analysis the per- 
centage reduction required was 31.3. (See Table 4, Transcript of 


Evidence, Volume 83A, Page 86). 


The figures contained in Table 4 of the Commission's brief 
illustrate the average rate difference between traffic moving from the 
Maritimes to Eastern Territory versus traffic moving within Eastern 


Territory. 


In the respectful submission of the Maritimes Transportation 
Commission it is this average rate difference which must be eliminated if 
Atlantic Provinces industry is to compete in the Central Canadian market 


on more equal terms transportation-wise. 


The Maritimes Transportation Commission submission dealt 
extensively with the historical aspects of the Atlantic Provinces case in 
Chapters 1 and 11 of the brief and, ae was pointed out, in return for 
the promise to join Confederation a rail link was provided between the 
Maritimes and Central Canada. A policy of low rates was established on 
traffic moving over the railway in fulfillment of the commercial purpose 
of the construction of the Intercolonial Railway - to paraphrase the 
Royal Commission on Maritime Claims - to allow ilaritime industry access 


to the principal markets of Canada. 


What this favourable rate structure meant in practice can be 
seen from a comparison of the 5th Class rates from Halifax to Montreal 
with those from Toronto to Montreal immediately prior to the mange in 
the |.C.R. rate structure made in 1912. At that time the rate from 
Halifax to Montreal (for a distance of approximately 837 miles) was 
25; per 100 lbs. The rate from Toronto to iontreal (for a distance 


of 335 miles) was 2: per 100 lbs. 


Between 1912 and 1926, the period reviewed by the Royal Com- 


mission on Maritime Claims, these favourable rate differentials between 
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Maritime shippers and Central Canadian shippers disappeared and the 
originally lower Maritime rates were first brought up to the Eastern 
Canadian rate level and then increased in consonance with it. As a 
result of the findings of the Duncan Commission, the Maritime Freight 
Rates Act was passed which partially restored the former rate relation- 


ships. 


Historically, therefore, there is ample precedent for a de- 
emphasis of distance as a factor in rate making on Atlantic Provinces 


traffic, 


These Confederation promises, although made almost a century 
ago, are no less valid today than they were ate ined time. Nor are they 
any less valid today than in 1927 when the Maritime Freight Rates Act 
was passed as a result of the Royal Commission on Maritime Claims 
recommendation which was based on the Confederation pronouncements and 


promises. 


Indeed, the situation today is not unlike that which the Duncan 
Commission reviewed 34 years ago. Since the enactment of the Statute, 
Maritime rates have been subject to the same authorized increases applied 
generally throughout Canada, but have failed extensively to qualify for 
the many competitive rate reductions and hold-downs which have been 
given particularly to traffic moving in Central Canada. As a result 
Atlantic industry once again is faced with a transportation handicap 


in obtaining access to the principal markets. 


A striking example of this may be found in the brief of 
Dominion Steel & Coal Corporation. Because the Corporation's major 
works are located in the Atlantic Provinces, far removed from the 
principal steel consuming markets in Canada, post war rate increases 
plus competitive hold-downs in Central Canada have seriously affected 
the Company's competitive position vis-a-vis producers located in the 
principal market. To illustrate, the differential per Gross Ton on 


lron and Stee! Articles in the Toronto market before the succession of 
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post war rate increases in 1948, was 9.40, Sydney over Hamilton. By 
the end of 1958, this had more than doubled to $23.97. The present 
differential, including the Fréight Rates Reduction Act, amounts Kos 
21.73. Similarly, the differential per Gross Ton on Iron and Steel 
Bars to Brantford, Ont. increased during the same period from 8.29 to 


20.38 including the Freight Rates Recuction Act (1), 


Other similar examples can be readily found in the DOSCO brief 
which reflect the worsening of the Corporation's position in the central 
markets due to post war increases in freight rates and intense carrier 


competition in Central Canada. 


Other manufacturing industries in the Atlantic Provinces, also 
dependent on the principal markets, have experienced similar datarteratten 
in their rate relationship with Central Canadian industry and for the 
same reasons, as was clearly pointed out in Appendix V of the Maritimes 


Transportation Commission submission. 


The Maritimes Transportation Commission's case for an additional 
transportation subvention to enable Atlantic industry to compete on more 
equal terms in the concentrated markets of Central Canada with industry 
located within that important market is not based on historical precedent 
alone. It is based equally firmly on the failure of this region to grow 
and prosper at a rate equal to other regions of the country and the 
nation as a whole, a fact which, in the opinion or this Commission, is 


inextricably tied up with the transportation factor. 


At one time, the Atlantic Provinces were one of the most 
prosperous regions of the country with foreign markets available at the 
end of cheap and convenient ocean trade routes. Confederation and the 
realigning of trade in an east - west direction as a result of tariff 
and transportation policies, changed all this, to the disadvantage of 
the Atlantic Provinces. Once the tariff established the new pattern 
of trade it remained for transportation, by and large and most certainly 
in the case of the Atlantic Provinces to strengthen and encourage a 


(1)Appendix 3, Submission of the Royal Commission on Transportation 
(1959) by Dominion Steel & Coal Corporation. 
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natural flow of trade between all regions of the country. To the extent 
that the tariff contributed to the growth and buildup of industry in 

Central Canada, it discouraged similar development in the Atlantic Provinces 
while at the same time increasing the dependence of Atlantic industry on 
the central markets. The passing years have increased this dependence as 
the central markets themselves have grown and expanded, while those of the 
Atlantic Provinces have remained small and widely scattered. An additional 
factor contributing to this dependence has been the loss of the region's 


traditional export markets in more recent years. 


Hence transportation has come to assume crucial importance to 
the economy of the Atlantic Provinces in relation to present-day markets 
and while it would be unfair to single out transportation as being 
solely responsible for the lag in economic growth, there can be little 
doubt that it has been an important contributing factor. This is clearly 
revealed from an analysis of appendix 1X of the Waritimes Transportation 
Commission's submission pertaining to the Atlantic Provinces economy. It 
is pointed out that most of the industries in the Atlantic Provinces are 
resourced-based industries, i.e., farming, fishing and logging, with most 
of the secondary industry engaged in the processing of the resources of 
these basic industries. ioreover, the labour requirements of the primary 
industries are declining and the resource-based industries have not been, 
and unlikely will be, able to absorb the natural increase in the Atlantic 
Provinces labour force and those persons displaced from the primary 


industries. 


The significance of this is revealed in the employment figures 
of other manufacturing i.e. non-resource-based. Between 1949 and 1957, 
other manufacturing employment increased by 20.3% in Ontario, 14.7% 
in Quebec (18% in the two provinces combined) 17% in the Prairie Pro- 
vinces and 28. in British Columbia. In the Waritimes, on the other hand, 


the increase was only l#. 


As Appendix 1X points out (Page 9 and 10): 
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"Thusy in the other regions of Canada, in addition 
to the resource-based industries, construction activity and the 
services, other manufacturing has served as an avenue of employment 
for workers being displaced, in the course of development, from 
primary occupations and for workers entering the labour force for 
the first time. In the Atlantic Provinces not only are investment 
and resource-based aciivity proceeding at a lower rate, but other 
mamnufacturing has, since 1949, been of almost negligible 
importance in providing new employment." 


It is interesting to note the conclusions of the Royal Commis- 
sion on Canada's Economic Prospects in this regard: 


",..one of the most striking features of the economy 
of the Atlantic Provinces is the disproportionately large number 
of people engaged in marginal activities, subsistence farming, 
fishing and logging, or some combination of these. Such occu- 
pations are the source of the low incomes which seriously affect 
average earnings in the region. This prevalence of subsistence 
occupations in the Atlantic Provinces is in part a sympton of more 
basic problems. Elsewhere in Canada these occupations are often 
associated with the fringe of the more highly developed and ex- 
panding areas. But in the Atlantic Provinces the phenomenon is 
more closely related to a lag in economic growth and directs 
attention to one of the main reasons for this lag in economic 
activity, namely, the relatively a ad of new capital invest- 
ment in the Atlantic Provinces", \1 


The Maritimes Transportation Commission is firmly convinced 
that transportation has been an important factor in the failure of the 
Atlantic economy to grow at a rate commensurate with other regions of 


Canada and with the nation as a whole. 


In this respect it is interesting to note the view of the 
Province of Wuebec: 


"Transportation policies are an integral part of 
overall economic policies directed towards the general and con- 
tinuing economic development of the nation as a whole as well as 
of all its parts." (Transcript of Evidence, Volume 124, Page 20648) 


And, again, 


"The Canadian economy is like a chain whose total 
strength is affected greatly by the strength of its weakest link. 
Hence all provinces of Canada have a vital interest to see that 
all sectors of Canada participaie in the conomic development of 
the country, for the benefits permeate widely throughout the 
economy to the benefit of Canada as a whole and all its parts. 


One of the fundamental requirements of Canadian 
prosperity and balanced economic development is the growth of 
industries and markets from the Atlantic to the Pacific. Accompany- 
ing this economic growth is the expansion of trade from the east to 

(1)Royal Commission on Canada's Economic Prospects, Final Report, 


1957, Page 404 - 406. 
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the west, and from the west to the east." (Transcript of Evidence, 
Volume 124, Page 20571) 

The proposal which the iMaritimes Transportation Commission has 
gaily Fe the addition of the "Rate Difference" subvention on traffic 
outbound ices the region would, it is submitted, do much to enable 
existing industry to compete on more equal terms transportation-wise with 
those in the principal markets and at the same time create a more 


favourable climate for the establishment of new industry in the region. 


This Commission reiterates its view that 
"Just as in the past transportation has been used 
as an instrument of public policy in the case of the Maritimes, it 
should again be so used today as an integral part of any measures 
which.must be taken to eliminate the general income differentials 
between the Atlantic Provinces and other parts of Canada. The 
Atlantic Provinces are firmly convinced that historical precedent 


and present need require the de-emphasis of distance as a factor 
in rate making on their traffic." (Transcript of Evidence, Vol. 83A,P.81) 


The suggestion was made by Ilr. Sinclair, G.C., in his cross- 
examination of Mr. Dickson, (Transcript Vol. 85; pp. 14666 et seq.) that 
the effect of the proposal of the Maritimes Transportation Commission 


would be to repeal Section 3 (2) (b) of the Maritime Freight Rates Act. 


It is submitted, with respect, that this is not correct as it is 
abundantly clear that the "Rate Difference" method of subvention proposed 
by this Commission would not, in any respect, involve the repeal of any 


provision of the statuta. 


As stated in Paragraph 191 of the Submission, (Transcript, Vol. 
83, p. 14437), the "Rate Difference" method can and would be super imposed 


on the fdaritime Freight Rates Act. 


The proposal is for a new subvention over 2nd above the present 
subvention under the laritime Freight Rates Act and the subvention under 
that Act is not to be affected. Accordingly Section 3 (2) (b) would 


continue to operate and no amendment would be required. 


This Commission is unable, in the circumstances, to understand 
the contentions of flr. Sinclair wnich, in its Submission, are palpably 


incorrect. 
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The submission of the idaritimes Transportation Commission called 
for the payment of the Rate Difference Subvention on traffic outbound from 


the Atlantic Provinces to all types of for-hire carriers. 


Competition between the different forms of carriage is highly 
desirable and is of great importance to industries in the Atlantic Pro- 
vinces. The additional subvention proposed will not interfere with the 
natural development of competition between different types of carriers and 
thus will not deprive the users of transportation the free choice of 
carriers, if the payment of the Rate Difference subvention is made to all 


for-hire carriers. This includes railway, highway and water carriers. 


The submission of the Maritimes Transportation Commission sug- 
gested the establishment of a Subvention Authority within the Department 
of Transport to administer the proposed "Rate Difference"Subsidy. The 
Subvention Authority would be responsible for, (1) the registration of 
eligible carriers; and (2) the certification and -payment of valid carrier's 


reimbursement claims. 


The following eligibility criteria was set out in the submission 
and appears on page 99, volume 83A, Transcript of Evidence dated September 
12, 1960. 

(1) The carrier is registered with the Subvention Authority. 
(2) The carrier is properly licenced or franchised for the service 
(where licencing is required). 
(3) The carrier files his rates with the Subvention Authority and 
makes them available to the public. 
-(4) The carrier charges only the rates filed with the Subvention 


Authority. 


To properly assess the administrative considerations, the number 
of carriers which would fall within tho above categories must be con- 
sidered. According to the evidence placed before the Royal Commission by 
the Canedian Trucking Asscciation(1), there are 25 highway freight 


carriers licensed to travel wostbound from the Atlantic Provinces into 


(1)Transcript of Evidence, Volume No. 124, Pages 20439 - 20440. 
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the Province of \.uebec plus an additional 39 highway operators residing in 
that part of Guebec lying east of Diamond Junction and carrying freight to 


points located west thereof, a total of 64. 


It is not expected that the number of such carriers will grow 
substantially since the licensing requirements of the Provinces generally 
give due consideration to public need, traffic volume, and the effect on 
other transport service. Indeed, the trend evidenced in recent years in 
the ilaritime trucking industry is consolidation of a number of small 
companies into larger ones. This may well mean that there will not be any 
substantial growth in the number of carriers involved but rather a growth 


in the number of units operated by those carriers. 


At the present time there are only three water carriers providing 
a regular scheduled for-hire service between the Ailantic Beane ed and 
Ontario or Quebec. These carriers are Clarke Steamship Company Limited, 
Newfoundland-Canada Steamship Ltd. and Newfoundland-Great Lakes Steamships 
Limited. All three operate between Newfoundland and Ontario or Quebec. 
By far the bulk of the traffic carried i these companies is eastbound 
traffic which would not be eligible to the benefits of the proposed sub- 


vention. 


While the proposed Rate Difference Subvention might pose some 
problems of administration initially this should not obscure the very real 
benefits which would accrue to the Atlantic Provinces as a result of the 


adoption of this proposal. 


NEWFOUNDLAND 
The Brief of the Waritimes Transportation Commission advanced 
certain proposals for improving the transportation situation of 
Newfoundland. In addition very valid and important submissions were 
made to the Royal Commission on Transportation by the Newfoundland Govern- 


ment during its regional hearings in St. John's, Nfld. 


The proposals made by the ilaritimes Transportation Commission 


could be briefly summarized as follows: 
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(1) that the competitive rates to Newfoundland applicable during 
the season of open navigation on the St. Lawrence be extended to apply 
for the remaining four months of the year and that the railways be reimbursed 
by subsidy for any loss of revenue sustained by such an extention. 

(2) that the portion of the,rate applicable for the distance of 
the non-productive water haul (108 miles) between North Sydney and Port aux 
Basques be eliminated from non-competitive rail rates and that the same 
amount of reduction be applied to through rail-water non-competitive rates 
Via llontreal, P.Q., Halifax, N.S. and Saint John, N.B. The carriers to 
be reimbursed by subvention for these reductions. 

(3) that a container ship suitable for the carriage of con- 
tainers, highway transport trailers, automobiles and passengers be provided 
for operation between an east coast mainland point, such as Halifax, N.S.5, 


and an east coast port of Newfoundland. 


It is respectfully submitted that the provision of a container 
vessel is urgently required to give Newfoundland shippers and receivers 
the opportunity of utilizing highway transport for interprovincial move- 
ments and to take advantage of technological changes in the carriage of 


traffic. 


In this respect it is interesting to note that the Canadian 
National Railways has recently purchased 38 van-size containers suitable for 


carriage on flat-cars. More are on order. 


The provision of a vessel which would be capable of utilizing 
such recent technological changes in the carriage of freight is, in the 
opinion of the Maritimes Transportation Commission, of vital importance 


in improving the transportation situation of Newfoundland. 


The iJaritimes Transportation Commission wishes to re-emphasize 
the importance of the proposals which tes been made to improve the 
transportation situation of Newfoundland and to assure the Island a 
transportation environment as nearly comparable as possible to ihat of 


the Canadian mainland. 
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PORTS 
The ilaritimes Transportation Commission wishes to stress again 

(1) the need of a national policy of ports utilization to assure that 
the Atlantic Ports of Halifax and Saint John will participate to 

the fullest serait in the export and import trade of Canada, and 

(2) the necessity of developing appropriate incentives to secure the 


maximum volume of Canada's export and import traffic for Canadian 


ports. 
ORI ZONT ALS 


The Maritimes Transportation Commission has no further views to 
express in respect of the horizontal rate increases other than those found 
on Page 72 +0 76 of its submission. (Transcript of Evidence, Volume 83A, 


Page 138 - 145) 


CANADIAN PACIFIC RAILWAY, EXHIBIT NO. 162 
At page 17604, Volume 106 of the Transcript of Evidence the 
Canadian Pacific Railway filed Exhibit No. 162 entitled: 


Carload Traffic Via Canadian Pacific Railway-Comparison of Revenue 
As Result of 17%, Freight Increase-Taken From Vaybills Reported For 
Board's 1» Study-December, 1958 To November, 1959, Inclusive - 

(Excluding Traffic At United States Related Rates) 


This Exhibit consisted of an analysis of the lWaybills of the 
Canadian Pacific Railway, and its subsidiaries the Dominion Atlantic 
Railway and the Quebec Central Railway, submitted to the Board of Trans- 
port Commissioners for the lw» Waybill Sample during the period December 
Ist, 1958 to November 30, 1959 inclusive. No similar data was filed by 


Canadian National Railways in respect of movements originating on its lines. 


The ilaritimes Transportation Commission requested the Canadian 
Pacific Railway to supply it with the following particulars of the revenue 
daia used in Exhibit No«.162 for Lines 1; 2, 11, 129.04 andy 15: 

(1) The origin and destination of each carload 

(2) The commodity shipped in each carload 


(3) The tonnage shipped in each carload 
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(4) The revenue for each carload at the rate in effect on the 


date of the movement. 


Accordingly the C.P.R. forwarded the data requested for Lines 


1,2; 11, 12 and 15 on November 17, 1960 and for Line 14 on January 3, 


1961 e 


The Maritimes Transportation Commission has analysized the data 


to the extent possible in the time available and the findings of its 


analysis are outlined in some detail in Appendix A to this memorandum. 


(1) 


(5) 


From Appendix A the following conclusions are drawn: 
The C.P.R. figures are not truly representative of Atlantic 
Provinces traffic because of the small part of the region served 
by the C.P.R. and D.A.R. 
All rates used in the Exhibit are not correct. 
The Exhibit includes under competitive rates the movement of for- 
hire semi-trailers from Fredericton and Aroostook where, prior to 
the rate increase, neither rates nor service was available. 
The Exhibit includes certain export traffic moving at U.S. related 
rates which is subject to U.S. increases rather than Canadian 
increases. 
The competitive rates within Ontario and Quebec include movements 
which were actually between ilaritime points, between the iJaritime 
points and Ontario and Quebec, between Ontario and (uebec and the 


Vest. 


(6) Competitive rates within Ontario and Quebec also include a number 


of commodity rated movements. 


lt is respectfully submitted, therefore, that the conclusions drawn 


from Appendix Vl, Vll, V1l1 of the iJaritimes Transportation Commission 


brief have not been refuted by Exhibit No. 162, namely, that Atlantic Pro- 


vinces traffic is less able to escape the impact of horizontal rate 


increases than traffic within Ontario and Quebec. 
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OTHER MATTERS. 
The Railways have submitted to the Royal Commission on Trans- 
portation a number of proposals which are of particular interest to the 


Atlantic Provinces. 


APPEALS TO THE GOVERNOR-GENERAL Iii COUNCIL 

Section 53 (1) of the Railway Act provides: 

"53. (1) The Governor in Council may at any time, in 
his discretion, either upon petition of any party, person or 
company interested, or of his own motion, and without any petition 
or application, vary or rescind any order, decision, rule or 
regulation of the Board, whether such order or decision is made 
inter partes or otherwise, and whether such regulation is general 
or limited in its scope and application; and any order that the 
Governor in Council may make with respect thereto is binding upon 
the Board and upon all parties." 

Canadian National Railways, in its Submission at pp. 61-62 
(Transcript, Vol. 111, pp. 18477-18478) , recommends that the section be 
amended so that the Governor in Council will have no power to vary or 
rescind an order, decision or regulation of the Board which has been the 
matter of a judgment of the Supreme Court of Canada, following an appeal 


4 


‘to that Court taken under Section 53 (2). 


It will be observed from the Report of the Royal Commission on 
Transportation, 1951, at pp. 76 et seq. that the Canadian Pacific Railway 
Company urged that Commission to recommend the repeal of Section 52 (1) 
which was to the same effect as the present Section 53 (1). The Com- 
mission, after dealing with the submissions made by the Railway Company 
and the Provinces respectively, and referring to the experience under 
the Act and discussing the principles on which the Governor in Council 
had acted in disposing of appeals, concluded that it should not recom- 


mend that section 52 (1) be repealed or amended. 


Among the reasons were (1) the history of the legislation and 
the provisions of the Act indicated that the Government was to keep in 
touch with matters relating to railways; (2) relations between Parliament 
and the Government on the one hand and the Railway Companies on the other 


had been such that government supervision over railways cannot be 
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altogether abolished and (3) Canadian railways have been projected and 
built as manifestations of public policy, usually with financial 
assistance recommended by the Government, agreed to by Parliament and 


paid for by the people of the country. 


As was stated by the Right Honourable Arthur iJeighen, then 


ilinister of the Interior and later Prime Minister: 

"Im connection with the administration of the work, 
of the Railway Commission, the Governor-in-Council, has followed, 
about, this rule--they would not interfere with a Judgment of 
the Commission, unless it appeared that certain elemental and 
relevant facts had not been taken into consideration. --lt is a 
sort of a balance wheel, that may be called into play, where it 
appears to be absolutely essential in the public interest." 


-House of Commons Debates 1919, p. 4563. 


It is suggested that the arguments of the Provinces before the 
Turgeon Royal Commission against repeal or amendment remain as valid as 
they were at that time, as (1) the Railways are still instruments of national 
policy and the Federal Government should be able to review decisions which 
affect the economy of the country, (2) the Governor in Council has not 
unduly interfered with the Board's decisions and (3) the principles 


enunciated by the Governor in Council have been judicial in character. 


It is respectfully submitted that it would be inadvisable, in 


the circumstances, to amend the provisions of Section 53 (1) as suggested, 


Although the Canadian Pacific Railway Company did not, in its 
written Sounisa one or in any evidence adduced by ity specifically refer 
to the appeal to the Governor in Council, it would appear that it still 
takes the same position as it did before the Turgeon Royal Commission, 
namely that the power of the Governor in Council, in all respects, should 
be abrogated by legislative amendment. (Transcript, Vol. 125, pp. 20749 - 
20750) . 


For the reasons assigned by the Turgeon Commission, for its 
refusal to adopt the suggestion of Canadian Pacific in this regard and those 
hereinbefore set oul, such a suggestion should not be entertained in our 


respectful submission. 


- : bos be tse oid peeg avad ev! AoE , né a m 
t ye nest Peet “ ve. ue 
telonani $i neee, bo lee ig aii engi eda 
7 ' 4 
= ee by 
bag >s 741i: %a ' 7 " 16 D8 é Snwt vai wrt: N of taper 


) ye: 
cersAnion + wish 0G? 6 onl wiht ie 
AT 
> ‘ >’ 6 ve 
y . . . a ; : ¢ 
i ’ " i hy ine A \ 
aes ; we : Z7 vet ‘ é £ Jaro bhi mars Hy ¥ ‘tate? hd eaw ah 
y ~ Pt y i? 
J < ap yy an oe * 
fi ea 4 ae dai Ee 
> e7e im eaves "sta! one soimesal orld a) : 
sd erat fee 1 7 hte ty 
: js by ‘ Hin OA? ow Aaribeainmin oe A ; 
| iy «Thorup S-nievownewad ah id@kba lane! ort bt oh 
Antotrl, Brit) ha Fat TRG! Ta: yoni ed PUY BT TUG 
; ay meted Ps eee ftw « mal oy | mig ¢ Lan Bh 
‘ tai tete) need For wir ete) ives : 2 
: ih 1) ee 
> ; ; , oFei ea AQ Wom FEAT o ret? & Hated, al 6 Pee a 
- iy 4 en } ‘Zz t to BF ts We i ries 3 ate Bt ‘54 
Lee) LOMENE 
; a | 
) ce iy if f 
’ + om 
er ; lf 
\ lh 
ei 
7 
uA i i i 
: 4 ; 
wld Grits OF) ) cea eeaan WOLD) 
of ae | q 
is 
i Fo j ? COT aA 
/ Tk C ) ° (meng 
Oy * , oe? f ty 
U i us * ‘ BY a ah i ' vo) 9 {7 4 0 ath) & 
“day Sal 
pipe saat 
fF a vyvt panty , e oi Peer ih 
ie % 
a 7 , say MAAS ey i te is : 
’ i 2 i) t ¢ vg Petra F tee > © 
.; i PL 
4 : “4 : é m fe it : 
Pe tity. G ‘ oh RST Oe « os +¢ Se je, OMB FO IF) ele tate mages 
; ‘ ye ae! 


cae: Ov 


’ "of ae. 
ea” gy NL i 


ABANDONMENT OF LINES 

Canadian National Railways, in its Submission, pp. 45-52, 62-63 
(Transcript Vol. lll, pp. 18458-18470; 18478-18480) and the Canadian 
Pacific Railway Company, in its Submission, pp. 55-60 (Transcript, Vol. 
109, pp. 18236-18250) suggest that Section 168 of the Railway Act be 
amended. The Canadian National Railway Company's suggested amendment is 
found at p. 63 of its Submission and it provides for the abandonment of 
any line of railway whenever the revenues from such operation fail to 
meet the cost of operation, but that the Board may, with the approval of 
the Governor in Council, restrict or forbid the exercise of the right of 
abandonment whenever, in its opinion, the maintenance of the line is 
required in the public interest. The amount of any loss to the railway 
company arising out of any order is to be paid to the company annually 


out of the Consolidated Revenue Fund. 


The suggestion of the Canadian Pacific Railway Company is quite 
different. What is proposed is that a railway company may abandon the 
operation of a line where it appears that the cost of operation and the 
cost of movement of traffic, originating or terminating on the line during 
a period of three consecutive calendar years, shall have exceeded the 
revenues attributable to that traffic. Notice of intention is given in 
the manner therein stated and during the period of two months immediately 
following the day on which notice was given to the Board, any person who 
has used the line immediately before that day, may apply to the Board to 
stay the abandonment of the line. The Board may grant the stay if it is 
satisfied that the cost of operation of the line and the cost Se 
movement of traffic during the three-year period did not exceed the 
revenues attributable to that traffic or that sources of revenue for a 
re2sonable period in the immediate future sufficient to exceed these 
costs during the same period have been guaranteed, and if it is not so 


satisfied, shall dismiss the application for a stay. 


The present Section 168 merely provides that the company may 


abandon the operation of any line of railway with the approval of the 
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Board, and no company shall abandon the operation of any line of railway 


without such approval. 


Prior to the introduction of the predecessor of this section in 
1933, a railway company was at liberty to discontinue service and abandon 
the whole or any portion of its line at any time, unless by its Special 
Act or by agreement, there was an obligation upon the company to maintain 


its line. (Coyne on Ihe Railway Law of Canada, 1947, page 188). 


Under the judgments of the Board, the issue is whether the loss 
and inconvenience to the public, consequent upon the abandonment, outweigh 
the burden that continued operation of the railway line involved would 


impose upon the railway. 


It is respectfully submitted that the burden of proving that the 
abandonment will cause undue inconvenience to the public should not be on 
the users of the line, nor should there be a statutory obligation on 
such users to show sources of revenue sufficient to make the line profit- 
able, as is contended by the Canadian Pacific Railway at p. 59 of its 


Submission. 


There should, it is submitted, be no statutory onus upon either 
the railway company or the users, but the Board should be free, as it is 


new, to decide the questions involved upon the weight of evidence. 


It is also apparent that the three-year period mentioned in 
the proposal of the Canadian Pacific Railway Company is too short a 
period and that the confining of an application for a stay to a person 
who has used the line during a period of one year immediately before the 


notice of abéndonment is given, is equally restrictive. 


The condition that the Board must be satisfied, before granting 
a stay, that sources of revenue fora reasonable period in the immediate 
future, sufficient to exceed the cost of operation of the line and 
movement of traffic, have been guaranteed, is most indefinite and 


impracticable. 
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These latter considerations are merely mentioned to indicate the 
obvious defects in the mechanics of the proposed change and are not intended 
to weaken our contention that the proposal is one which should not be 


entertained. 


The proposal of the Canadian National Railways is a more reason- 
able one as it recognizes that the maintenance of the line may, in certain 


cases, be required in the public interest. 


DISCONT |INUANCE OF PASSENGER SERVICE 
Canadian National Railways, in its Submission at pp. 22-24 and 
67, (Transcript, Vol. 111, pp. 18428-18431 and 18485-6) sets out its 


Passenger Policy and recommends that the Railway Act be amended in the 


manner indicated for the reasons set out in the Submission. 


The Canadian Pacific Railway Company, in Chapter 111, pp. 61-83, 
(Transcript, Vol. 109, pp. 18251-18269) discusses the Passenger Train 
Service and proposes the addition of sections to the Railway Act with 


respect to the discontinuance of such service. 


The statutory emendment proposed by Canadian National Railways 
would permit a railway company to discontinue the operation of Passenger 
Train Sarvice whenever the revenues from such service failed to meet the 
cost of operation. The company would be required to give to the Board 
ninety days! notice of its decisien to discontinue the service and the 
Board might, with the approval of the Governor in Council, by order restrict 
or forbid the cxercise of the right of discontinuance whenever, in its 
opinion, the maintenance of the service was required in the public interest. 
The amount of any lees to the company arising out of an order of the 
Board would, upon verification end certification of the Board, be paid to 


the company annually cut of the Consolidated Revenue Fund. 


The nov’ section proprsed by the Canadian Pacific Railway Company 
is quite similar to its proposal in respect of its abandonment of lines, 


to which reference his already been made. 


If it appears that the cost of providing passenger service on 


any line of railway during the period of ons calendar month has exceeded 
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the revenues received therefrom for that period, the company may dis- 
continue the service, if no application for a stay is made by a person who 
has used the passenger service during the one-year period immediately 
preceeding the day on which notice is given or if the application for a 
stay has been withdrawn or dismissed by the Board. The application for the 
stay must be made during the two-month period following the day on which 
notice was given to the Board. The Board may grant the stay if it is 
satisfied (a) that the cost of providing the passenger service during the 
one-year period did not exceed the revenue therefrom during that period 

or (b) that sources of revenue for a reasonable period in the immediate 
future, sufficient to exceed that cost, have been guaranteed, and if it 


is not so satisfied, shall dismiss the application for a stay. 


lt will be observed that under the proposal of Canadian Pacific, 
the Board would not have jurisdiction to restrict or Pare the exercise of 
the right of discontinuance Whenever, in its opinion, the maintenance of 
the service was required in the public interest, as it would under the 


proposal of Canadian National Railways. 


It is respectfully submitted that the proposal of the Canadian 
National Railways is a more reasonable one in the circumstances and is to 
be preferred to the proposal of Canadian Pacific, which disregards entirely 


any consideration by the Board of public interest. 


CUANTITY RATES 
Canadian National has suggested that Section 317 (3) of the 
Railway Act and Section 32 (6) of the Transport Act be amended to allow 
the railways to quote quantity rates for both tariff movements and for 


agreed charges. 


The Wlaritimes Transportation Commission is opposed to the 
amendments to the Railway Act and the Transport Act as proposed by the 
Canadian National Railways on the basis that such amendments would lead 


to discrimination between the large and small shipper. 


The present Acts do not prevent the railways from taking into 


consideration the volume of traffic available when establishing rates 


. : ' 1 : *, i a } ¥ ' 

row 
7 i ‘ ve ic i hal M 

‘pts sit lee Me | ia deen ae 


oft +02 ice? 6 ee % bait .&3 yaie rr a) neh se ae | i Foal 
unt | Pak | At 
| 7 vie tai berart Sei ted. tae rena ai: pie polvies agraoeth 
7 pal mh | A Apres 


aul 
ort 


“1 wl poe ee see en? FE 46 oe yi wy ei wo) hart oir ne yeu ont 
i . ‘ ’ +4 Wert rf ; 
Sgt 467 cobtdol jaws wht, CbeeORbert yd: tees) wer" we grenparty a 
by . VALS ae J 
A Ls dy bt » Jeo cab ative ie? bored diner aw + gt ull ys vr ahd ieoa 


\" 
) . ) ywelererl)! Sebhyp yest brecd eA): ee Henin com 
- vivase~ tennant ett anibiveve Fa to enh sald (a) ah 


- ‘ ’ 4 * 


awd mo7 TOW eyceNey OFF Deo nie for. bit bei v0q t88 


Bee 1 hoe, 
wi ane a Mi) ci 
zy ; ni“ 1 alee . deepen ' £407 re oe 9: aporwbe bait Me - 
. : : ‘ A ri eg - 
; an. bag iasraug Moe sel- . eu Jem) Deasxe oF Shatos Viva’ “e 
; fel NI09S SAF BOLMELD [ {erie be fei) mao 


P| ay rir bine 74 > Lahe . wil eT as ys i te Ne gO od f pe ; i! 


hy f,,\ vidoe 
‘9 heat oh Ao bfolbabwt, eyed inne oLogw bi608 
; WP OD | oes au Me 
; nein i ai evengre. Bontund dpeoekb 76 sigh) 
y ! ‘a i - 
7 1 ldud ob Mt 5 ‘ue "% @sV sotvie 


‘ ¥ eyes) re ses <* #1 $I ; 
a” ist Ay “) 
ri 4 yn & 8 } seve ht $ 
' rt, 
ib “i > J ng ef) of Oe 164e 
\ 
} 5 - P| 
i t fe uo Oi aby 
“4 
j cy . 
) 
‘ 4 ‘ ‘ 4 Fr 
Sit ee! ve 4 t batoonut’s eat hecoi te caldera’ 
j 4 7 af | 


‘ Mi hs 
" § aoe eal hs \ Abd Wat lew Vii irae eros © dbf 


; uJ eoqiedo 
J i 4" an 
i Ap 
; 7 4 i 


/'j r? ) Be ay hee Holewrowod aorta tyoueabll aenl sive us 


vi ‘ hast oe 


1 ‘ " "Te ‘ by bi ) eh 
, er MILO OS 1 » 147 se ent ts ror You tt Bet erik ¢ 
; < 
i 7 " a ' ‘ 
vit by st & ’ 7 wepAgiig cit Jedd Al oo fyehd re evan! fet sae 


ty ’ wogide liow bas opel and peewiod is 
, | ES 


ve brit anise wes , Rig La “i inoveng iON ob ayo pak: 


Sri tai ite tee ja, aide nee ai si 


20 
even though such rates must be quoted in cents per 100 lbs. or other unit 


and the carload rate for one car must not exceed the carload rate for any 


greater number of cars. 


JOINT TARIFFS AND INTERCHANGE OF FREIGHT FOR RAIL=HIGHWAY JOVEWENT  ° 
The Canadian National Railways has suggested that Section 156 (1) 
and 341 of the Railway Act be amended to allow agreements to be made between 
rail and highway carriers for the establishment of continuous routes and 


arrangemenis by rail and road and to divide the earnings from such through 


- movements between them. 


This amendment proposed by Canadian National would appear to the 
Waritimes Transportation Commission to be of advantage to railway, trucker 
and shipper. It should be pointed out, however, that, if such an amendment 
were made, the legislation should provide that the burden of proof lies on 
the companies is aha to the satisfaction of the regulatory authority that 
the joint rail-truck rate is not unjust or unreasonable and that it does 
not unjustly discriminate against or give an undue preference to any 


particular type of trafficy person or locality. 


RATE MAKING FREEDOM 
The Canadian National Railways has recommended that Section 328 
(1) of the Railway Act be amended to give the railways freedom to set rates 
which must be compensatory and published for the eee oTiall con> 
cerned, without any overriding power of disallowance being vested in the 
Board, except where a shipper can show that no practical means of trans- 


portation other than the railway is available to him. 


Canadian National Railways in recommending this amendment state 
on Page 12 of their submission that it would not affect in any way the 
safeguards in the Railway Act which protect the public from unlawful 
discriminatory rate practices and that. the Board would continue to exercise 
its jurisdiction to deal with cases of complaint of the justness and 


reasonablenesc of the rate. 


The Maritimes Transportation Commission is opposed to the 


amendment suggested by the Canadian National Railways on the ground that, 
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while the amendment to Section 328 (1) would not limit the Board's power 

to investigate a tariff to determine its justness 4 reasonableness, it 
might render the Board powerless to require the railways to change or vary 
a rate which the Board had found unjust or unreasonable or in conflict with 


the Act in any respect whatsoever. 


Insofar as the amendment to Section 334 suggested by the Canadian 
National Railways is concerned, the Maritimes Transportation Commission is 
of the opinion that if the Board of Transport Commissioners is to satisfy 
itself under Section 334 (2) that: 

(a) the competition exists 

(b) the rates are compensatory 

(c) the rates are not lower than necessary to meet the competition 
the requirements set out in (i) to (viii) of Section 334 (2) must be known 


insofar as ascertainable. 


In other words, the requirements of (i) to (vili) in Section 334 
(2) would not appear to be unduly onerous on the railways at the present 
time. While the Maritimes Transportation Commission does not see the need 
for the removal of these eight requirements, it would not object to their 
removal so long as the amendment does not limit in any way the Board's 
power to investigate a competitive rate tariff to establish that (a) the 
competition exists, (b) the rates are compensatory, and that (c) the rates 


are not lower than necessary to meet the competition. 


THE NEED FOR A GENERAL REVISION OF RAILWAY LEGISLATION 
The Canadian National Railways suggested that a thorough review 
and revision of railway legislation be undertaken by some competent authority 
to be named by the Federal Government. Canadian National Railways further 
submitted that the guiding principle in such a review should be that 
restrictions be the exception rather than the rule, and in particular they 
should not apply to competitive rates except in very extraordinary 


circumstances, 


The Maritimes Transportation Commission is of the opinion that 


certain requirements concerning public safety and physical operating 
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regulations of the Railway Act are out-dated because of technological 
change and it would not oppose the proposal of the Canadian National for 


a review and revision of railway legislation in that respect. 


Many proposals have been made to the Royal Commission on Trans- 
portation suggesting revisions of one type or another in the legislation 
respecting Railway rate regulations and the Iaritimes Transportation 


Commission can see no need for a further review of this legislation. 


Caden Gabe. AUT 
The railways have made certain proposals concerning this Act. 
The Maritimes Transportation Commission is of the opinion that this Act 
could be used by the railways to achieve further economies and recommends, 
therefore, that any changes in the Act should be designed to make it | 


more effective. 
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APPEND | X_A 
ans 


ANALYSIS OF CANADIAN PACIFIC RAILWAY EXHIBIT WO. 162 _ 


While time has not permitted the idaritimes Transportation Com- 
mission to analyse completely the basic data underlying Exhibit No. 162 


certain observations can be made, 


Exhibit No. 162 is a lw sample of revenue carload shipments 
handled by the Canadian Pacific Railway, the Dominion Atlantic Railway and 


the Quebec Central Railway. 


In the Atlantic Provinces the Canadian Pacific Railway serves a 
sina] 1 section of Southwestern New Brunswick and the Dominion Atlantic Rail- 
way serves the Annapolis Valley of Nova Scotia. The total main line track 
of these two companies is 846 miles. The total main line track mileage of 
all railways in the Atlantic Provinces, excluding the Luebec North Shore 
& Labrador Railway Company, is 4164 miles. Thus the Canadian Pacific and 
Dominion Atlantic Railways mileage is only about 20» of the total main 


line track inileage in the Atlantic Provinces. 


In Exhibit No. 162 the total revenue received by the C.P.R. in 
the period December 1, 1958 to November 30, 1959 at rates in effect at time 
of movement from Atlantic Provinces traffic is shown as 59,222.25 (total 
of first column of figures for lines 31, 32 and 33). It should be noted 
here that the 59,222 includes the subvention the railways received from 
the Federal Government under the Freight Rates Reduction Act, ihe wiaritime 


Freight Rates Act and the Bridge Subsidy legislation. 


The Waybill Analysis of the Board of Transport Commissioners for 
the Calendar year 1959, on the other hand, shows that the railways 
participating in the Waybill Analysis received 468,109 of revenue from 
Waritime originating traffic, exclusive of subveniions received by such 
railways under the Freight ates Reduction Act and the waritime Freight 
Rates Act. The iiaritime revenue of 59,222 contained in the C.r.R. 
exhibit is 12.7: of the Waritime revenue recorded in 1959 laybill Analysis. 
If the Waritime revenue recorded in the 1959 Waybill Analysis included 


subventions received by the railway under the Freight Rates Reduction Act 
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and the Maritime Freight Rates Act the percentage relationship would be 


less than 12.7». 


Even though the two revenue figures were earned in slightly 
different periods and one figure contains certain subventions not 
included in the other, it is submitted a comparison of the two figures does 
give a rough indication of the part the Canadian Pacific Railway revenue 


plays in the total Atlantic Provinces traffic revenue. 


From the above, it can be seen that the Canadian Pacific Railway 
accounts for only 20 of the main line track in the Atlantic Provinces and 
only a small part of the revenue obtained from Atlantic Provinces traffic. 
It is not unreasonable to state, therefore, that pueden Pacific Railway 


figures alone are not indicative of Atlantic Provinces traffic generally. 


At Page 17899, Volume 107 Transcript of Evidence, the Canadian 
Pacific Witness explained that the reason "Traffic at Normal Rates" in 
Exhibit No. 162 did not show a 1%» increase was that such traffic included 


Coal movements on which a flat increase was applied. 


From this it follows then that the reason Atlantic Provinces 
traffic moving at "normal rates" does not show a 17> increase is because 
of the influence of Coal movements in the Waybill sample used for Exhibit 


No. 162. 


The following observations are made concerning the data under- 
lying the percentage increases shown for competitive rated traffic in 


Exhibit No. 162. 


1. Revenue figures in Exhibit No. 162 for competitive rated 
traffic moving within the ilaritimes (Line 11) are based on fifty-two 
carloads of traffic. The 1959 lj \aybill Analysis records the Pawacent 
of 483 carloads of competitive rated traffic within the waritimes in 
the calendar year 1959. Since the fifty-two “tarloads represent only 
about 10 of the total competitive rated carloads recorded in the li» 


vaybill Analysis, it is reasonable to assume that the fifty-two carloads 
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are not necessarily representative of all competitive rated traffic moving 


within the Maritimes. 


re ee it should be pointed out that the fifty-two carloads are 
traffic handled by the C.P.R. and D.A.R. only. The C.P.R. serves Saint 
John, N.B. where a major oil company is located. The D.A.i. serves the 
Annapolis Valley between Halifax, N.S. and Yarmouth, W.S. Here again the 
railway is in close proximity to a major oil company fooated at |mperoyal, 
N.S. and several bulk petroleum distributing plants at Halifax, N.S. and 
Darimouth, N.S. It is not unreasonable to expect that the C.P.R. 1) sample 
would pick-up a number of petroleum products movements from Saint John, W.B. 


and the Halifax area of Nova Scotia. 


An analysis of the actual figures reveals this to be true. Of 
the fifty-two carloads recorded on Line 11 of Exhibit No. 162, thirty-three 
carloads were petroleum products. In a number of cases, such cars would 
have been subject to an increase of less than 17. It is interesting to 
note in this connection that where Petroleum Products have been able to 
escape the impact of the 17 increase it has been, to a large exteni, because 


of private carriage. 


As Part A of Appendix V1, Vl1 and V111 of the aritimes Trans- 
portation Commission submission pointed out, very few competitive rates 
within the hiaritimes, other than Petroleum Products, were exempt in part or 


in full from the 1%. increase. 


lt is submitted, therefore, that the rate of increase shown for 
Line 11 of Exhibit 162 is not representative of all competitive rated 
traffic moving within the ilaritimes because of the preponderance of 


Petroleum traffic in the C.P.R.'s lw sample. 


2. Revenue figures in Exhibit No. 162 for competitive rated traffic 
moving from the aritimes to Ontario and wWuebec (Line 12) are based on 


thirty carloads of traffic. 
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These thirty carloads consisted of the following: 

3 carloads of wlerchandise, Saint John to liontreal 
1 carload of Beer, Halifax to Montreal 

18 loaded "for-hire" semi-trailers, Saint John to Montreal 
3 empty "for-hire" semi-trailers, Saint John to Montreal 


4, loaded "for-hire" semi-trailers, Fredericton to Montreal 
_lempty "for-hire" semi-trailer, Aroostook to Montreal 


30 


The three carloads of merchandise are recorded as having an 
average rate of approximately 170 cents per 100 lbs. for the combined we oh 
of two of the cars and approximately 186 cents per 100 lbs. for the third 
car. The filaritimes Transportation Commission is unable to Varin theese 
rates on hand of the applicable tariffs and it cannot, therefore, determine 


whether or not the rates on these three cars were subject to the 17% increase. 


The one carload of Beer from Halifax, N.S. to lontreal , PaQecte 
recorded in the data supplied to the Maritimes Transportation Commission by 
the C.P.R. as taking a rate of 39, cents per 100 ‘lbs. The only rates 
published in the period November 30, 1958 to November 30, 1959, inclusive, 


on Beer from Halifax, N.S. to ilontreal, P.Q. are as follows: 


| (s) (w) s)  (w) 

1. January 1, 1958 ! rane at oe 
2. November 30, 1958 | -- 48 -- 

. 3. December 1, 1958 De | Ms 56 _ 
4. January 1, 1959 raceme Mi Be wierd 
5. September 24, 1959 (oka a 5] =a 
6. % Increase - Line 5 over 2 lwo -- 10.6% -- 
Line 4 over 3 rug ne tic me 1% 


(s) Summer rate, effective April Ist to December 31st each year 

(w) Winter rate, effective January lst to wlarch 3lst each year 

(1) Normal Rate includes deduction for water movement between Digby 
wharf and Saint John in effect on date shown 


Source: "Billed" Rates: D.A.R. Tariff No. 126-F, C.T.C. No. 1226, Item No. 30 
"Normal" Rates: B.T.C. Orders No. 96157, 96932, 99265 
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From the above it will be seen that the rates paid by the shipper 
during the 12 months following the granting of the 1% rate increase were 
17> higher than prior to December 1, 1958. The reason the normal rates did 
not take the 17% increase would appear to be caused by the Board of Transport 
Commissioners certification of the normal tolls. In any event, it was not 
competition that held the normal tolls down because the rate paid by the 


shipper was subject to the full 1% increase. 


The eighteen loaded 'for-hire" semi-trailers from Saint John, N.B. 
to slontreal, P.W.. were carried at rates provided in Canadian Freight Asso- 


ciation Tariff No. 38 - series and were subject to the full 1% increase. 


The three empty "for-hire" semi-trailers from Saint John, N.B. to 
Montreal, P.Q. also moved at rates in Canadian Freight Association Tariff 
No. 38 - series. On February 9, 1959 all rates on empty "for-hire" semi- 


trailers within Canada were exempted from the 17% increase. 


The four loaded "for-hire" semi-trailers from Fredericton, N.B. 
to wontreal, P.Q. moved at a rate of 181 cents per 100 lbs. This rate, 
found in C.F.A. Tariff No. 38 - series, was only established on February 
2, 1959 and, incidentially, it is ideniical with the rate from Saint John, 
N.B. which was established prior to the rate increase and which was subject 
to the 1%» increase. There is only a difference of 22 miles in the C.P.R. 
distance from Fredericton to hiontreal as compared to the distance from 
saint Holn to ieee lt would not be unreasonable to assume thar the 
same rate would be established from both points and, if so, the Fredericton 


rate reflects the 17% increase. 


The Maritimes Transportation Commission is unable to determine 
what rate the C.P.R. used to calculate the revenue which it would have 
obtained at rates in effect November 30, 1958., On November 30, 1958 the 
C.P.R. did not provide a piggyback service or rates for the movement of 
"For-hire" seni-trailers from Fredericton, N.B. to wontreal, P.C. The 
movement of these four trailers is then "new traffic" for the-C.P.R. and 


they do not in any way "test the actual effect of a horizontal percentage 
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increase in freight rates on traffic moving to and from the various regions 


Se Carmina va asthe 


The one empty semi-trailer from Aroostook, N.B. to llontreal, P.C. 
moved at a rate of 49 cents per 100 lbs. This rate was first established 


on June 1, 1959 in the Canadian Freight Association Tariff 38 - series. 


Here again this is "new traffic" since the C.P.R. did not provide 
a piggyback service or rates for the movement of "for-hire" semi-trailers 


between Aroostook, N.B. and ivlontreal, P.u. on November 30, 1958, 


From the foregoing it will be seen that the 17 increase was 
applied to all competitive rated traffic in Exhibit No. 162 moving from 
the waritimes to Ontario and Quebec, which ricsuibie at rates in existence on 
November 30, 1958, with the exception of the three empty chan eon ae 
from Saint John to llontreal and possibly the three carloads of WWlerchandise 


from Saint John to wiontreal. 


3. Time has not permitted a complete analysis of the 1397 
carloads of competitive rated traffic within Ontario and Guebec which make 


up Line 14 of Exhibit No. 162. 


lt should be noted, however, that 18 movements are included in 
this line which are not movements within Ont. and Que. and should not be 
included in Line 14. These movements consist of 5 movements within the 
Wiaritimes, 5 movements from the waritimes to Ontario and Quebec, 6 move- 
ments from Ontario and \uebec to the ilaritimes and 2 movements from 
Ontario and Quebec to the West. In all fairness it is noted, however, 
that such movements are small in relation to the total movemenis within 


Ontario and Quebec. 


lt should be noted too that the data for Line 14 "Traffic at 
Competitive Rates" contains certain commodity rated movements, for example, 
Quartz from Lawson Quarry, Ont. to Clara Belle, Ont.; Barley from Quebec, 


—_—--— 


(1) Transer ipt of evidence, Volume 106, Page 17626 
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P.Q. to St. Evariste, P.Q.3; and Resins from Wlontreal, P.Q. to Toronto, 
Ont. As stated earlier, time has not permitted a detailed analysis of 
the data which was forwarded by the C.P.R. on January 3rd, 1961 but it 


may Well be that there are other commodity rated movements in this data. 


4. Revenue figures in Exhibit No. 162 for competitive rated 
traffic moving from Ontario and Wuebec to the ilaritimes (Line 15) are based 


on thirty-three carloads. 


Exhibit No. 162 by its title indicates that traffic moving at 
U.S. related rates and, therefore, subject to U.S. rather than Canadian 
increases, is excluded. An analysis of the thirty-three carloads of traffic 
on which Line 15 of tee No. 162 is based indicates, however, that at 
least eleven carloads consisted of export traffic moving from Ontario and 
(uebec to Saint John at rates related to rates via U.S. North Atlantic Ports 


and subject to U.S. increases. 


Three carloads appear to have moved at rates published in 
Canadian Freight Association Tariff 30 - series. This tariff "was established 
to provide a one factor through rate from points in Canada to the United 
Kingdom and Continental destinations with the idea of competing with the 
all-water transportation which was becoming more apparent from Great Lakes 


ports with each passing year (1), 


lt would appear, therefore, that this tariff is not based so 
much on motor truck or water competition from shipping point to seaboard 
but rather it is based on direct water competition from the Creat Lakes 


ports to the United Kingdom and other overseas ports. 


One carload, or 15,000 lbs., of Copper Tubing moved at a 
competitive rate which was not subject to the 1% increase. 
Four: carloads of Automobiles and Trucks moved at competitive 


rates which were subject to the full 1% increase. 


(1)C.\. West, Foreign Freight Agent, C.P.R., Board of Transport Commis- 
sioners, ln The Wiatter of Increased Export & Import Rates, Transcript 
of Evidence, Vol. 1060, Page 2551, April 9 and 10, 1958. 
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Pee 
Seven carloads consisted of loaded "for-hire" semi-trailers and 
moved at rates gubject to the 1%» rate increase. 
One export carload moved at a motor truck or water competitive 


rate which was subject to the full 1% rate increase. 


Line 15 also includes one carload of Ammunition from Staynerville, 
P.Q. to Yarmouth, N.S. which apparently moved at a Class 55 rate which 
took the full 1% increase. This car should not, of course, be included 


in figures for competitive rated traffic. 


One carload, or 26,000 lbs., of Merchandise moved from Montreal , 
P.Q. to Saint John, N.B. at a motor truck competitive rate which was 
ost Shi hal on October 19, 1959. The Maritimes Transportation Commission 
is unable to determine what rates were used by the C.P.R. to calculate 


the. revenue. at rates in effect November 30, 1959. 


Line'15 also includes one carload, or 12,000 lbs. of Nieoret 
from wiontreal, P.C. to Saint John, N.B. which moved at a rate of approxi- 
mately 56 cents per 100 lbs. The Maritimes Transportation ae ire here is 
unable to verify this rate on hand of the applicable tariffs. It is also 
interesting to note that neither the 1958 or 1959 vaybill Analyses record 
such a movement. The ilaritimes Transportation Commission is not unmindful 
that this 12,000 lbs. movement might have been a part. carload. If it were, 
however, the other part of the carload should also show in the data supplied 


to this Commission b,; the C.P.R. and it does not. 


The Maritimes Transportation Commission has been unable to verify 
from the applicable tariffs the rates on the remaining three carloads, 


containing Feed, Cas and Oxide. 


From the foregoing it is evident that it is the inclusion of 
traffic moving at U.S. related rates and subject to U.S. increases which 
holds down herent of increase on Line 15 of Exhibit No. 162. It follows 
then that, without the U.S. related traffic which is presently included 
in Line 15 of Exhibit No. 162, the rate of increase would be much greater 


than that shown. 
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DEPARTMENT OF ECONOMICS 31 
Queen's Park = Toronto 2 ~- Ontario 
Office of the 
Deputy Minister 


February 9, 1961. 


Mr. F.W. Anderson, 

Secretary and Director of Research, 
Royal Commission on Transportation, 
Daly Building, 

Pee Dox 11/3, 

Ottawa, Canada. 


Dear Mr. Anderson: 


Would you please advise the Chairman and other members 
of the Royal Commission on Transportation that the Province of Ontario 
has nothing further to add that was not included in its brief but 
would like to agein emphasize some of the basic principles that were 
set out in it. We deem this to be necessary in view of representations 
that have been made since the Province's submission for greatly in- 
creased subsidies on railway shipments and for the extension of subsidies 
to include all for-hire carriers engaged in the transportation of 
freight to central Canada, 


As was pointed out in the Ontario submission last March, 
Ontario has a vital stake in the operation of the railways and in the 
rates and other means by which they are financed. Thus, the establish- 
ment of railway rate subsidies in other proviness or the adoption of 
other means that vould result in the restriction of this Province's 
production and trade and increase its costs could not be viewed with 
equanamity. 


When considering payments to subsidize freight rates 
it must be kept in mind that many industries in other provinces enjoy 
the benefit of generally lower wage rates, lower priced industrial 
lands and locations that are more favourable with respect to export 
markets overseas than the industries in central Canada. The Province's 
position is that sound railway operations are only possible if railway 
rates are related to the cost of providing service. As was said in 
the Ontario submission "subsidies may be employed in special cases but 
they are not appropriate instruments because they will tend to heighten 
resistance to rather than facilitate necessary changes." 


Referring particularly to northwestern Ontario, the 
Ontario submission noted the temptation of the railways to increase rates 
where the statutory limits do not apnly and where competition is less 
keen. There is some evidence that this situation has worked against 
the best interests and the growth and development of northern and 
northwestern Ontario and some other parts of the Province. 


There may be instances where below-cost rates may be 
applied in the short run to achieve a scale of development and operation 
which will pay its way over the long pull. Such cases must be examined 
and decided on their merits. As a general principle, however, the Province 
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Mr. F.W. Anderson, 
Secretary and Director of Research, 
Royal Commission on Transportation. February 9, 1961. 


of Ontario maintains that sound railway operations will only be possible 
if railway rates are related to the cost of providing the service. 

Any departures from this principle should be carefully examined in the 
light of the burden that may be imposed on other industries and the 
effect on the general productivity of the national economy as a whole. 
The foregoing also provides our answer to the question which was raised 
by Commissioners Mann on page 7262 of the transcript. We also take 
pleasure in attaching a statement in response to a request to recalculate 
Table 4 on page 18 of the Brief, transcript page 7133, on the basis of 

a special way-bill analysis by the Board of Transport. 


‘Would you please convey our best wishes and kindest 
regards to your Chairman, Mr. MacPherson, and all the other members of 
the Committee. 


Yours very sincerely, 


(SGD) George Gathercole. 
Enclosure 
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REVISED. TABLE 4 3 3 


Estimated Revenue per Car-mile from al] Carload 
Traffic Originated in Ontario in 1958 as Deduced. from the 


Waybill Analysis 


Average 

Total Carload Traffic Revenue Products of 
Commodity Originated in Ontario Per Car Columns II 
Group Cars per cent Mile ¢ and III 
Agricultural 725 LO. 513 50.557 SIL G ok 
Animal fi 1.044 per We 54.89 
Mines 2,438 35 35h 96.440 3,409.54 
Forest 4b2 6.410 66.532 426.47 
Merchandise 3,219 46.679 65.282 3,047.30 

6,896 100,000 7,469.71 


Colums I and III above are drawn from Board of Transport Commis- 
sioners, Waybill Analysis, 1958: by Province and Commodity. 

The computation shows a weighted average revenue per car-mile of 
74.7 cents. 

Had the computation been made on straight carloads only (excluding 
mixed and part carloads and transit shipments), the figure would have been 


78.1 cents. 


This table shows estimated average earnings per car-mile of ‘74-78 
cents depending on whether one uses all carload traffic or straight carloads 
only. It is, of course, much superior as an indication of the average 
earnings for car-mile on traffic originated in Ontario to the Table 4 ori- 
ginally submitted. 

The new table is based on the sample traffic as shown in the 
Waybill Analysis both as to relative volumes and as to earnings per car-mile. 
The table which it supplants was based on the percentages of traffic loaded 
at stations in Ontario as shown in D.B.S., Railway Freight Traffic, 1958, 
and on the average revenue per car-mile for each commodity group in all 


Canada as shown in Wwaybill Analysis, 1958 which was the best available 


information until the new provincial cross-classification of the data for 


the Waybill Analysis became available. 
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GOVERNMENT OF THE PROVINCE OF SASKATCHEWAN 


REGINA, February 7, 1961, 


M. A. MacPherson, Esq., Q.CGo, 
Chairman, . 
Royal Commission on Transportation, 
OTTAWA, Ontario. 
Dear Sir: 
I have. the honour to present herewith 


the Final Summation and Argument of the Province of 


Saskatchewan. 


Yours faithfully, 


T. C,. DOUGLAS, 


Premier of Saskatchewan, 
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NATIONAL POLICIES AND THEIR EFFECTS ON THE SASKATCHEWAN 
ECONOMY 
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FINAL SUMMATION AND ARGUMENT 


1. Introduction 


The Government of the Province of Saskatchewan has taken par- 
ticular care to direct its submissions to the terms of reference of 
the Commission. These terms outline in a general way the Hen tee and 
scope of the inquiry which the Commission was instructed to pimduets 
It is clear, of course, that the circumstances leading to the appoint 
ment of the Commission offer significant clues concerning the relative 
importance of the many individual conditions and concerns which fall | 
within the designated area of investigation. The Province has accord~ 
ingly noted these circumstances and has kept them in mind in the prepar- 


ation of materials for presentation to the Commission. 


The cea was appointed and its terms of reference were 
drafted in a situation in which the predominant incidents and develop- 
ments were the following: (1) the Board of Transport Commissioners 
awarded a new horizontal increase of 17 per cent in freight rates 
(effective December dy 1958) over the clear evidence and demonstration ) 
that the increased burden would fall in undue proportion on the ard etme 
and Western Provinces; (2) the Federal Cabinet dismissed appeals by the 
Provinces protesting the award on the grounds of clearly established in- 
equity but simultaneously announced the appointment of a Cabinet committee 
Pe aiay the situation and to seek to discover ways of relieving the im- 
pact of the award on the Maritime and Western Provinces; (3) Parliament 
passed the Freight Rates Reduction Act providing a temporary subsidy of 
$20 million payable to the railways to reduce the general level of freight 
rates pending a full investigation and with a suspension of further in- 


creases to permit the inquiry to proceed. 


The Government of Saskatchewan considers it significant that the 
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Commission was appointed and its terms of reference drafted in a se- 
quence of events pointing clearly to one central fact, the disproportion- 
ate and inequitable impact on the Maritime and Western Provinces of hor- 
izontal increases in freight rates which have followed one another in 
seemingly endless succession. The central objective established for 

the Commission in its terms of reference is the furtherance of national 
economic policy and the national interest. With this overriding purpose 
in view, the Commission is enjoincd to make a comprehensive and careful. 
inquiry into the problems relating to railway transportation in Canada 
including, particularly, inequities in the freight rate structure, their 
incidence upon the various regions of Canada, and the changes which 


should be made to remove or alleviate such inequities. 


The Government of Saskatchewan considers it self-evident that 
national economic policy is long standing and evolutionary in nature 
and that the requirements of the national interest ‘change with changing 
economic circumstances. National economic policy must accordingly be 
regarded as variable and adaptable to changes in national needs. From 
this it follows that a comprehensive inquiry into the problems of 
railway transportation in Canada can not be satisfactorily conducted 
by consideration of current or recent developments only. Present prob- 
lems relating to transportation have developed over the course of past 
decades in conjunction with the evolution of national economic policy 
and their bearing on the national interest can be properly assessed 


only by consideration of the circumstances from which they arose. 
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II. National Policies and Their Effects on the Saskatchewan KEconomy 


Policies which may be clearly in the national interest and indeed 
indispensable to its furtherance may not yield equal benefits to the res- 
idents of all parts of the nation. Nor is there any certainty that the 
costs of essential policies will bear with equal weight on different 
regions. These facts do not necessarily indicate inequity. They do 
signify, however, that national policies must be examined as a group 
rather than piecemeal and in isolation. They also lead to the conclusion 
that the unequal incidence of individual policies ought to be compensated 
for by eer brial dine adjustments in other policies in order that national 
policy as a collective whole may foster a waximum of equity for all seg- 


ments of the national economy. 


Policies having to do with transportation facilities have been at 
the centre of national purposes from the earliest beginnings of the Can- 
adian nation. Decisions concerning the nature and location of transport- 
ation facilities, the timing of their construction and the means whereby 
they would be financed have had a marked effect on the course of Canadian 
economic development and the position of the various regions within the 


Canadian economy. 


Confederation and the drafting of the British North America Act 
was the first national policy in Canada, for the nation could not exist 
without a national constitution. The provision of railways cTeanisteone 
stituted the second such policy, for the vast and widely scattered ter- 
ritories which went to form the Dominion could achieve no unity or in- 
dependent survival without the best bonds of communication that the railway 
age could supply. Railways to link the St. Lawrence region with the 
Atlantic and the Pacific economies and seaports were the first major 
economic petuianent of the new Federal Government posing its first and 
one of its most onerous financial obligations. The nationalistic expan- 
sionism of the United States was so obvious by the 1860s and was so clearly 
directed northward toward the western British territories that the Pacific 


railway project assumed an urgency which defied Canadian convenience or 
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ready financial strength. 


The railway to the Atlantic - the Intercolonial - was built entirely 
from the public treasury. The railway to the Pacific was built by a private 
company with substantial public assistance in the form of cash, completed 
line, grants of the choicest land, tax and duty concessions, and monopoly 
privileges. The Canadian Pacific Railway Company was from its inception 
an instrument for the furtherance of national economic policy, generously 


endowed by virtue of its national and perpetual responsibilities. 


It must be noted that, while monetary aid (including completed line ) 
and tax concessions were borne by Canadian taxpayers generally, the burden 
of land-grant assistance fell exclusively on the Prairie Provinces and 


particularly on the Province of Saskatchewan. 


The four original provinces had been granted control over the 
natural resources within their respective boundaries by the British North 
America Act and the Red River settlers made it clear in demanding provin- 
cial status that they would be satisfied with nothing less. Their views 
and requests were rejected, however, and the Province of Manitoba was 
created inferior in economic and political. status to the original prov- 
Guees. The Manitoba Act of 1870 (Statubes of Canada, 33.Vic., ¢c. 3, 5 
30) provided that "All ungranted or waste lands in the Province shall 
be . - « vested in the Crown, and administered by the Government of 
Canada for the purposes of the Dominion... ." Justifying this section 
of the Act in debate Sir John A. Macdonald told the House that the res- 
idents of the Red River colony "wished Rupert's Land made into one Province, 
and to have all the land within the boundary as in other Provinces ... 
[but] the land could not be handed over to them, as it was of the greatest 
importance to the Dominion to have possession of it, for the Pacific 


Railway must_be built by means of the land through which it has to pass." 
(Italics added). 


When the Provinces of Saskatchewan and Alberta were created in 1905 
the Dominion Government extended what might be described as Manitoba status 


to them, retaining their crown lands for national purposes. 
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The Canadian Pacific Railway Company was, according to its contract, 
to select its lands from the uneven numbered sections in a railway belt 
twenty-four miles deep on either side of a railway line from Winnipeg to 
Jasper House. There was clearly no intention of imposing on any of the pre- 
Confederation provinces for lands to finance the construction of the Pacific 
railway: the public domain of the Federal Government (including the lands of 


Manitoba) would suffice. — 


WWith the Cordillera and the Precambrian Shield excluded from the 
railway belt by definition, the builders of the Canadian Pacific. railway were 
assured of a choice of lands in the 'fertile belt'!, the most attractive portion 
of the Canadian West and indeed, perhaps, of the entire Dominion, for purposes 
of settlement. But with a concern for assuring excellence in the quality 
of railway lands which had no counterpart in Anerican example the Canadian 
Government early introduced and consistently adhered to a fairly-fit-for- 
settlement proviso in its railway land-grant policies. This proviso was 
taken quite for granted in the negotiations with the Canadian Pacific 
Railway syndicate a6 that the contract excused the Company from accepting 
any lands in the railway belt ‘not fairly fit for settlement! and made 


provision for indemnity selection elsewhere. 


The ‘main line! mileage of the Canadian Pacific Railway was lo- 
cated provincially in the following approximate amounts: 652 miles in 
Ontario; 208 miles in Manitoba; 419 miles in Saskatchewan; 336 miles in 
Alberta; and 268 miles in British Columbia. The land grants thus 'earned!, 
however, were selected: 2,183,084 acres in Manitoba; 6,216,784 acres in the 
present boundaries of Saskatchewan; and 9,805,446 acres within the present 


boundaries of Alberta. 


Between 1881 and the termination of the railway land-grant system 
in 1894 the Dominion Government granted lands to a number of 'colonization 
railways! in Manitoba and the North-West Territories, the grants embodying 
the fairly-fit-for-settlement proviso and its counterpart, indemnity selec- 
tion. In total, including Canadian Pacific, 3630 miles of Canadian railway 


lines were subsidized by grants totalling nearly 32 million acres of western 
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lands, Saskatchewan contains less than nine hundred miles or one-quarter 
of the total mileage but provided over 15 million acres of land or nearly 


one-half of the total land-grant subsidy. 


The Government of Saskatchewan submits that the burden of providing 
the railway system which was and continues to be absolutely essential for 
Canadian national unity and economic development has fallen with glaring 
disproportion on the Prairie Provinces and, in particular, upon the Prov- 


ince of Saskatchewan, 


The return of natural resources to the Prairie Provinces in 1930 in- 
volved complex and protracted negotiations to determine the compensation 
due the Provinces from the Dominion Government. The claims of Saskatchewan 
and Alberta for compensation for lands alienated before provincial organ- 
ization in 1905 were rejected by the Supreme Court of Cs and the Judicial 
Committee of the Privy Council. The great bulk of all railway land grants 
had been selected before 1905. More than 98 per cent of the land secured 
by the Canadian Pacific Railway Company in what is now Saskatchewan ter- 
ritory had been selected before the Province was formed, The alienation 
of such lands by the Dominion Government in the national interest before 
September 1, 1905 formed no part of the calculation of compensation due 


to the Province for natural resources, 


It has been said that Canada is a nation in spite of geography. 
The difficulty and costliness of integrating the vast transcontinental 
area that Wetton the Dominion bear witness to the validity of this 
view. The alherete and persistent purpose embodied in national policies 
has been the distortion of normal channels of Canadian-American trade, 
This distortion has been necessary in the national interest and is not 
questioned here. It is essential, however, to keep in mind the resultant 
burden upon the Canadian economy and upon particular segments of that 
economy. It is the contention of Saskatchewan that the burden can be 
traced in terms of artificially located railway mileage and in the pre- 


vention of Canadian access to the most favourable of industrial markets. 


The burdens of the Canadian transportation structure, which have 
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been enhanced by national policies, are not apportioned equally among 
Canadian geographic regions. The intensiveness of water and truck com- 
petition accounts for lower rail rates in the Central Provinces and the 
competition of ocean carriers effectively controls those to the Pacific 
coast. In the interest of maintaining railway earnings, the rates to and 
in the Prairie Provinces are kept unduly high and are not restrained by any 


adequate measure of truck or water competition. 


Railway policies of the Dominion Government have been inseparably 
associated with the policy and practice of commercial protection. Canadian 
rail lines between Central Canada, on the one hand, and the Maritimes and 
the West, on the other, did not in themselves make it certain that manu- 
facturing facilities should develop in Central Canada to supply the outlying 
regions. Without protective measures of some sort, Canadian manufacturers 
would secure and hold the markets of the outlying regions only if they 
could deliver goods in en eRe with the highly efficient mass-production 
industries of eastern and middle-western United States. This they alleged 
they could not do. Whether they could have done so or not has never been 
put to the test. A policy of tariff protection was instituted in Canada 
before there were any significant outlying markets to supply, and, indeed, 


before there was any great body of industry to supply them. 


Although the National Policy of tariff protection was introduced by 
the Conservatives and attacked vigorously by the Liberals while in Opposition, 
no party while in power in the Federal Parliament has seen fit to modify 


significantly the Canadian protective system. 


Saskatchewan submits that industrial protectionism is a striking 
example of a policy regarded as essential in the national interest which 
distributes its costs and benefits in regional disproportion, Duties on 
imports into Canada have curtailed a wide range of manufactured imports 
and have replaced them with higher priced Canadian products. To the extent 
that this has happened - that is, to the extent that the national policy 
of protection has been successful - Canadian industry has expanded to a 


greater extent than it otherwise would have. At the same time, Canadian 
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costs of production and of living have bcen enhanced. Since the greatest 
industrial opportunities are geographically concentrated in the Central 
Provinces, the expansion of industrial activity attributable to tariff 
protection has taken place in the Central Provinces. The Prairie Prov- 
inces have had few industrial possibilities but great capacity for export 
production, The tariff, then, has provided no scope for western industrial 
expansion and has had the unmitigated effect of curtailing the expansion 

of export activity because of the pronounced increase in costs of production 


and of living to which it gives rise. 


It is Saskatchewan's contention, then, that Canadian tariffs have 
denied to the residents of the Prairie Provinces the advantages of buying 
in the low-cost, mass-production industrial areas of the United States and, 
also, that tariffs have forced them to buy the more expensive Canadian manu- 
factured goods and to pay the freight on what is in many cases a longer haul 
over Canadian railway lines from Canadian sources of supply. As producers, 
the people of the wheat economy have higher and more aiid costs of pro- 
duction as a result of tariffs. As consumers they similarly have higher 


and more rigid costs of living. 


Canadian tariff policy has pursued the dual national purposes of 
fostering Canadian industry and of creating traffic for Canadian railways. 
It is clear to the Government of Saskatchewan that as far as these purposes 
have been achieved the residents of the prairie economy have borne a double 
portion of the costs involved. First, they have becn denied access to many 
of the efficient mass~producing centres of American production for the pur- 
chase of their requirements. Second, they have had to pay transportation 
as on their purchases for the longer distances from Canadian production 


centres. 


In broad summary the Province of Saskatchewan directs the attention 
of the Comission to the following cssential facts. First, the concept of a 
national transportation policy is far from new in Canada and is, instead, 
at least as old as the Canadian nation. The national transportation policy 


has evolved step by step with the growth of the Canadian nation and has 
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demonstrated remarkable adaptability in the face of changing circumstances. 
Second, national transportation policy has never been isolated or peripheral 
with relation to other basic national policies; it has always been of key 
importance and has been closely interrelated continuously with other policies 
ef comparable import. ‘Third, neither costs nor benefits of individual 
policies concerning trade and cconomic development which have been judged 
essential in the national intcrest have impinged equally or equitably on the 


different sections of the Canadian economy. 


The Province of Saskatchewan submits that it is imperative for the 
furtherance of the national interest that adaptations made in the national 
transportation policy take account, not only of changing circumstances of 
the present day, but also of the unequal regional burdens inherent in in- 
dividual national policies. Saskatchewan strongly urges that every effort 
be made toward rendering these unequal burdens compensatory rather than 
cumulative with reference e particular regional communities. It is 
patently unfair and disruptive of national unity that Saskatchewan and the 
other Prairic Provinces, which bore the brunt of the land-grant gifts con- 
sidered essential to the creation of the national railway system and which 
carry an undue proportion of the burden of the national policy of tariff 
protection, should also be called upon to shoulder the lion's share of 


the steadily mounting costs of the Canadian transportation industry. 


The Province of Saskatchewan has noted with alarm and dismay in 
this inquiry the presentation of evidence which, although fragmentary, 
displays the adoption in different quarters of the view that Canadian 
railways are no longer instruments of national policy endowed with a 
continuing responsibility and concern for the public interest. In the 
minds of certain witnesses before this Commission the railways appear to. 
have been reduced, through some mysterious and perverse alchemy, from 
their original and long-unquestioned status as agencies working for national 
unity and national economic development to the level of mere profit-seeking 


commercial ventures. 


The Government of Saskatchewan considers nothing less than shocking 
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the statement made by the Canadian Pacific Railway Company before this 
Commission that vis-a-vis the local, and presumably the national, com- 
munity it is "in no difforent position than a factory, an elevator or a 
bank." If this statement is to be taken seriously it can only be inter- 
preted as open repudiation by the Comoany of its responsibilities to Can- 
adian citizens and to the Canadian nation. Saskatchewan can only assume that 


the Commission will summarily reject all repres ntations of this nature. 


Although at least one witness for a vrovince indicated his opinion 
that the railways were no longer instruments of national policy, the Prov- 
ince of Saskatchewan is firmly convinced that this view has no widespread 
acceptance among the Governments of the Provinces or among responsible 


citizens of the Dominion, 


It is strongly urged by the Government of Saskatchewan that the 
railways of the nation, conceived and built as instruments of national 
policy and heavily cndowed by the people of ae eee the better discharge 
of their responsibilitics, must continue to be regarded as instruments of 
national policy now and throughout the foreseeable future. The economic 
survival of Canada continucs to rest upon effective railway transportation. 
The Government of Saskatchewan submits that no solution to the problems 
before this Commission can emerge from a repudiation of the historic role 
of Canadian railways and the substitution therefor of a laissez-faire 
concept of a railway operation dedicated solely to the scarch for profits 


wherever they may most readily be found. 
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III, The Crow's Nest Pass Agreement and Grain Rates 


The Government of Saskatchewan is clearly on record in opposition to 
the view that Crow's Nest Pass grain rates constitute an inequity in the 
Canadian freight rate structure. The contention advanced by other parties 
before this Commission that Crow's Nest Pass grain rates are inequitable 
and, indeed, are the only inequity of consequence in the Canadian freight 
rate structure, must be categorically rejected. The Province of Sask- 
atchewan has taken part in the hearings on export grain rates in compliance 
with the ruling of the Commission to the effect that evidence éonberni ne 
these rates would be heard and argued. The appearance of the Province at 
hearings on these matters is not to be interpreted as signifying acquies- 
cence in any allegation that the export grain rates are inequitable to the 


railways or to shippers of other commodities. 


The submission of Saskatchewan on export grain rates was prepared 
and presented to the Commission as a separate study entitled An Historical 
Analysis of the Crow's Nest Pass Agreement and Grain Rates: A Study in 
National Transportation Policy. The separate treatment was, however, 
dictated suvlely by the Province!s interpretation of the Commission's in- 
structions concerning hearings on grain rates. These instructions speci- 
fied or implied that Crow's Nest Pass rates would be dealt with as a 


separate issue. The Province prepared its materials accordingly. 


It must be insisted that the segregation of Crow's Nest Pass rates 
from all other segments of the Canadian transportation structure is arti- 
ficial and unrealistic. Their significance can not be properly determined 
by iin study. There is no possibility of correctly interpreting their 
place or function within the framework of national economic policy on the 
basis of their examination in isolation. It is the firm conviction of the 
Province of Saskatchewan that these rates form an integral part of the 
Canadian freight rate structure just as the traffic which moves on them 
constitutes a part of the total movement of Canadian freight. It is one 
of the most fundamental tenets of the Saskatchewan submission to this 


Commission that the Crow's Nest Pass Agreement emerged as an essential step 
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in the furtherance of national economic policy and that the rates established 


in accordance with the Agreement continue to be indispensable toward that end. 


It is the respectful submission of the Province of Saskatchewan that 
much harm might be done to the national interest in Canada by according 
credence to the view that Crow's Nest Pass rates on grain can be understood 
in a historical vacuum or that their economic validity and equity can be 
assessed by the calculations of electronic computers. The Crow's Nest Pass 
Agreement was entered into in 1897 by voluntary accord of the contracting 
parties, the Government of Canada and the Canadian Pacific Railway Company, 
in circumstances which clearly indicated the necessity of such an accord 
for the furtherance of national economic policy and for the prosperity and 


advancement of the Canadian Pacific Railway Company. 


There were two areas at the turn of the century where the national 
interest and the interests of the Canadian Pacific Railway Company required 
the type of specialized attention which was made erect fie in the Crow's 
Nest Pass Agreement: the prairie region and the newly-developing mineral 
areas of south-eastern British Columbia. Retardation of economic develop- 
ment in either of these territories, or failure to tie such development 
firmly into the Canadian economy, could not fail to react unfavourably on 
the national interest and on the well-being of the one transcontinental 
railway in Canada at that time, the Canadian Pacific. Both difficulties 
existed in Canada in the 1890s and provided complementary justification 


for the Crow's Nest Pass Agreement. 


In the prairie region the problem was the unexpected and disappoint- 
ing sluggishness of agricultural settlement. This had been noticeable in 
the first post-Confederation decade but it persisted in the 1880s and 1890s 
in spite of the availability of lands under the homestead system and in spite 
of the completion of the Pacific railway and of substantial branch-line 
mileage. Distances from markets and from centres of supply of manufactured 
capital equipment and houscvchold goods, combined with high freight rates, 
rendered discouraging the prospects of settlement and agricultural production, 


The institution of Sir John A. Macdonald's National Policy of tariff pro- 
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tection served notice of the intention that manufactured consumers! goods 
and instruments of production should come from Kastern Canada regardless of 


the existence of cheaper American supplies closer at hand. 


In these circumstances it was not difficult to see how the national 
interest would be served by securing reductions in freight rates both on the 
outward movement of the one possible and clearly-indicated export of the 
prairie region and on the inward movement of the main items of equipment 
essential for the establishment of farmsteads and agricultural production. 
The Canadian Pacific Railway Company would be among the first to gain from 
successful sponsorship of prairie settlement. The importance of long-term 
stability of transportation charges as an incentive to agricultural develop- 
ment, and the perpetual nature of the benefits that would flow from the | 
economic development of the prairie region, were ample justification for 


casting the Agreement in terms of perpetuity. 


As for the mineral regions of south-eastern British Columbia, there 
was no concern by the 1880s and 1890s over any lack in their rate of material 
advancement. Prospecting, discovery and the development of mineral properties 
were going on simultaneously and rapidly. The mining boom of the Kootenays 
was, in fact, one of the few clear manifestations of economic vitality and 
dynamism in Canada as the Dominion entvred the final decade of the nine- 
teenth century. The problem was that the region and its economic activities 
were not part and parcel of the Canadian economy but instead were closely 
integrated into the sphere of American commercial and transportation dominance. 
Pacific railway builders in the United States took full advantage of geo- 
graphic factors which gave them easy access to the rich mining valleys pare 
the international boundery, while the Canadian Pacific Railway Company, con- 
structing its main line through the Rockies on the eve of the major Kootenay 
discoveries, effectively by-passed the entire region unaware of future events 


which might have suggested consideration of other possible routes. 


Of all Canadian enterprises, none had a more obvious or more immediate 
concern than the Canadian Pacific Railway Company in breaking the hold of 


American business interests on the profitable economic life of the Kootenay 
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Valleys. Years before the Crow's Nest Pass Agreement was entered into, or 

even mooted, the Company had declared the necessity of moving into the kootenays 
and had acquired effective dominance of transportation facilities within the 
region. They had also determined the steps by which the region was to be tied 
to their transcontinental railway system, by entry from the south-western plains 
through Crow's Nest Pass, and had sccured the branch from Dunmore to Leth- 
bridge pointing to the obvious extension. With or without assistance from 

' the Dominion Government they would have attempted to wrest control of the 
economic life of the region from their American counterparts. The Crow's 

Nest Pass Agreement gave them welcome financial assistance and made possible 
the occupancy of the arca without further costly and hazardous delay. The 
stakes were sufficiently large amply to justify the assumption of obligations 


specificd in the Agreement. 


The Crow's Nest Pass Agreement represented a modification of national 
economic and transportation policy to meet more effectively the emergent re- 
quirements of the day. In the Agreement the Dominion Government and the 
Canadian Pacific Railway Company reaffirmed their joint and inseparable in- 
terest in Canadian economic development and in Canadian economic unity. The 
Agreement provided or implied adequate consideration for the contracting 
parties. The President of the Canadian Pacific Railway Company correctly 
interpreted the situation and summarized the prospect in 1896 when he re- 
ported that "The interests of the country at large are so much concerned in 
this question [ of a railway through the Crow's Nest Pass] that your Directors 
confidently expect reasonable assistance at the hands of the Dominion Govern- 


ment," 


Parliamentary debates and other evidence indicate with reasonable 
clarity the advantages which the contracting partics anticipated from the 
implementation of the Crow's Nest Pass Agreement. The indications are that 
the Federal Government passed the Crow's Nest Pass act and entered into the 
corresponding paeaiad’ in order to accomplish the following objectives: 

(1) the more rapid development of the highly promising mineral area of southern 
British Columbia, (2) the effective integration of this arca into the Canadian 


economy in defiance of geographic facts and despite American designs, (3) the 
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enlargement of the prairie and inter-mountain markets for eastern manufacturers 
through the provision of lower freight rates on the western movement of certain 
important products, (4) the stimulation of agricultural settlement and general 
economic expansion in the Prairie Provinces by means of the statutory assurance 
of lower and stable grain rates ond lower rates on the pongo movement of 

capital equipment, and (5) the acceptance by the Canadian Pacific Railway 

Company of the principle of governmental rate control in the national interest, 


without qualification or rvference to any level of the Company's sarnings. 


The Crow's. Nest Pass Agreement offered to the Canadian Paes Pie Railway 
‘Company immediate and determinate advantages of a substantial nature and a 
number of more remote but immeasurably more valuable prospects for real- 
ization throughout succeeding decades. Among the more obvious of the 
immediate financial advantages was the subsidy to be provided out of public 
funds, sufficient to cover more than 40 per cent of the cost of the Crow's 
Nest line as estimated in advance by officials of the Company, Construction | 
of the line with government backing would also place the Company in a 
position to acquire and exercise the franchise of the British Columbia f 
Southern Railway Company and thus to come into possession of some three and 
one-third million acres of land (as estimated by Company officials in 1898) 
plus six square miles of coal lands in grant from the Province of British 
Columbia. The land grant amounted, in fact, to over tras and three-quarter 


million acrvus. 


Substantial as were the immediate benefits accruing to the Canadian 
Pacific Railway Company from the Crow!s Nest Pass Agre.ment they formed no 
significant part of the central purpose involved and for the carly accomp- 
lishment of which the Company welcomed public assistance. This purpose was 
the winning back of the economic life of south-eastern British Columbia from 
its American possessors and the establishment of the Canadian Pacific Railway 
Company in their place. There was at stake in perpetuity an inland empirc, 
a rich domain which by the accident of an arbitrary boundary lay territorially 
and politically within the Dominion of Canada but whose economic loyalty was 
unquestionably to the United States. American transportation and commercial 


interests had secured complete dominance of the mercantile life of south- 
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eastern British Columbia before the main line of the Canadian Pacific Railway 
reached the Pacific and the Canadian company eventually ousted the "inter- 


lopers" only with the utmost difficulty. 


The economic conquest of the Kootenays by the Canadian Pacific Railway 
Company was not fully consolidated until the inter-war years. It was a 
victory, nevertheless, of immeasurable significance for the Company as well 
as for the nation as a whole. In relation to the national interest the sig- 
nificant point was that south-eastern British Columbia came to form an in- 
tegral part of the economic structure projected by national economic policy. 
That tremendously wealthy and productive territory became for the first time 
a part of the Canadian economy, its markets in large part assured to the 
eastern Canadian manufacturer and its incoming and outgoing traffic assured 
to the transcontinental line of the Canadian Pacific Railway Company by avail- 
ability of service and by protective tariffs. The revenues derived from the 
movement of this traffic have contributed, and continue to contribute, to the 


security and prosperity of the Canadian Pacific Railway Company. 


The conquest of the Kootenay district which was made possible by the 
construction of the Crow's Nest Pass railway presented to the Canadian 
Pacific Railway Company the opportunity to diversify its activities ina 
variety of ways which could scarcely have been anticipated cither by those 
who sought and secured the charter for a Pacific railway in 1881 or by those 
who granted it. In the process of acquiring transportatition routes and rail- 
way mileage in the Kootenays as a prerequisite to the absorption of the economic 
life of the region, the Company came into ownership, for a comparatively 
small sum, of a smelter, an extensive townsite and a contract for ore tonnage 
for custom smelting. President Van Horne reported to the shareholders of 
Canadian Pacific for the year 1897 in part that: 
"Arrangements have been completed, subject to the approval of 
of the Dominion Parliament, whereby your Company may acquire 
the Columbia & Western Railway extending from Robson to 
Rossland (33 miles) for the sum of $800,000, With this 
property will be acquircd the smelting works at Trail Creek, 
and about 270,000 acres of land in-the vicinity, these being 


included in the purchase price named, 


"Rossland having become the principal mining’ centre in British 
Columbia, it was necessary vither to build an independent line 
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to that place or acquire the Columbia and Western Railwey, 
and the latter was clearly the wiscr coursc.!! 


The Company took over the smelter at Trail on March 1, 1898 and in 
succeeding years expanded and diversified its equipment, conducted cxtensive 
research operations for the improvement of its processes and for the utiliz- 
ation of by-products, and acquired mining properties to assure adequate 
supplies of raw materials for extraction purposes. In 1906 a consolidation 
of mines and the smelter was effectcd as a subsidiary of Canadian Pacific 


under the name of Consolidated Mining and Smelting Company of Canada Limited. 


The Crow's Nest Pass Agreement extended public assistance toward the 
building of a railway line which gave to the Canadian Pacific Railway Company 
for the taking the mineral-metallurgical empire of south-eastern British 
Columbia. The Company has long governed and exploited this empire Ati, 
the agency of its subsidiary, the Consolidated Mining and Smelting Company, 
in which Canadian Pacific owns about fifty-one per cent of the capital common 
stock. The Province of Saskatchewan has placed on record in these hearings 
(soc An Historical Analysis of the Crow's Nest Pass Agrcemont and Grain Rates, 
De 49) a statement of the dividends which the Canadian Pacific Railway 
Company received from the Consolidated Mining and Smelting Company annually 
for the past twenty-five years. These dividends exceeded 220 million from 
1935 to 1959 and averaged well over yl2 million a year throughout the decade 
1950 to 1959. 


Export grain rates have not been governed exclusively by the Crow's 
Nest Pass Agreement since the Crow's Nest Pass Act was passed. The Agree- 
ment was suspended entirely in 1918 and only partially restored in 1922, 
To circumvent a near impasse between Canadian Pacific and the Government, 
the Canadian Parliament intervened in 1925 and wiped out all limitation on 
rates under the Crow's Nest Pass Agreement except for those on grain and 
flour. Manufactured goods have since that time been totally exempt from 
the restrictions agreed upon by the Canadian Pacific Railway Company in 1897. 
In 1927 the Board of Railway Commissioners directed Canadian Pacific and all 
other railways to adjust rates on grain and flour moving from all western 
points to Fort William, and through Pacific coast ports ee export, to the 
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Crow's Nest Pass level. Grain and flour move over the Hudson Bay Railway 


for export on Crow's Nest Pass rates. 


The Crow's Nest Pass structure of rates has, it is clear, been cxtend- 
ed geographically in so far as grain and flour are concerned but since June 
1925 the ceiling has ceased to cxist for commodities other than grain and 
flour. The result is that since that time the railways have been frecd from 
the statutory limitations which had placed an effective limit on rates on a 
substantial list of capital-goods items moving into thc Prairie Provinces 
from Eastern Canada, This is certainly a substantial, even if indeterminate, 


concession within the framework of national economic policy. 


Legislative and administrative changes made during the 1920s clearly 
demonstrate the conviction of the Canadian Pama ament that the continuance of 
the level of export grain rates as prescribed under the Crow's Nest Pass Agree=- 
ment was indispensable for the well-being of the national economy. Nothing 
which has happened since the rates were first made effoctive has in any way 
reduced either the necessity for the grain rates originally assured by the 
Agreement or the perpetual flow of benefits secured by the Canadian Pacific 


Railway Company with the help of the Agreement. 


The Canadian Pacific Railway Company secured special benefits under 
the original legislation along with what has amounted in practice to an ex-~ 
clusive Brtyes to one of the great mineral-producing areas of the continent. 
The process of consolidating transportation facilities in the region led Can- 
adian Pacific to the acquisition of a veritable mineral-metallurgical empire 


from which the flow of profits has been perstistent and substantial. 


The Crow's Nest Pass rates on cxport prain did not create the diff- 
iculties of Canadian railways and can not properly be regarded as a problem for 
which a solution must be provided, These ratcs were introduced as a means of 
furthering notional economic policies and in the national interest. They have 
served and continue to surve the causes of Canadian economic development and 
Canadian economic integretion., The benefits that flow from these rates are 
diffused in generous measure and among a wide varicty of economic groups 


including the prairie farmer and the Canadian railways along with the eastern 
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manufacturer, the merchant and the Canadian banking and financial system. 


In Part VI of this Final Suination and Argument (see below) the 
Province of Saskatchewan states and urges upon the Commission four major 
recommendations. The first of these is the recomiendation of the Prov- 


ince on Crow's Nest Pass rates on grain and flour moving into export 


positions. 
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IV. The Importance of Transportation to the Saskatchewan Economy 


The Province of Saskatchewan can never be indifferent to the problem 
of transportation and the impact of transportation costs. Its settlement 
was entirely dependent upon the provision of transportation facilities. 
Specialization in the production of vast quantities of heavy and bulky 
boumaditles for distant domestic and export markets makes Saskatchewan 
peculiarly dependent upon surface transportation media capable of moving 
these commoditics economically and expeditiously. Between Regina and 
navigable water to the west there is a rail haul of 1,100 miles and from 
the same city to the Lakehead the distance is 800 miles. Over these vast 
stretches the cheaper alternative of water-borne movement of bulk traffic 
is unavailable and movement is entirely by rail or, in the relatively rare 
circumstances where traffic is suitable for truck movement and where highway 


surfaces exist, by road. 


Stretching east beyond the Lakehead is a great expanse of sparsely 
settled territory with virtually no agricultural potential and with freight 
traffic confined largely to that arising from the needs of widely separated 
paper, mining or railway towns. The industrial centres of Eastern Canada 
are the source of most of the capital goods required by Saskatchewan people 
and provide the market for part of the surplus production of Saskatchewan 
farms. Foodstuffs produced in the Prairie Provinces, grain and flour, meat 
and butter, eggs and poultry, are essential to the large consuming centres 
of Eastern Canada. The prairie market for agricultural machinery, household 
appliances, clothing and processed food products is essential to the pres- 


ervation of the manufacturing economy of Ontario and Quebec. 


Transportation is as truly a matter of national concern today as it 
was when the railways were first envisaged as the leading instrument for 


national unification. 


Throughout the history of western agriculture there has been a steady 
trend toward mechanization in an effort to reduce costs and nake farming 


operations more efficient in face of the many natural and economic hazards 
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which beset the industry. The farmer has been quick to apply new techniques 
and new machinery as they have becn developed. Farm implements have accord- 
ingly increased in variety, numbers and weight ond the farmer must rely upon 
overland transportation from distant manufacturing centres to bring in this 
essential machinery. In like manner prairie consumers, both rural and urban, 
are dependent upon distant sources of supply for household appliances and con- 
sumer goods generally. It may be emphasized here that the intent of national 
policy is clearly reflected fs the continuing inter-dependence of the econ- 
omies of the various parts of Canada. Transportation is the essential 


unifying factor. 


Part I of the Saskatchewan submission presented a comprehensive state- 
ment of the development and present status of the Saskatchewan economy, both 
agricultural and non-agricultural, The importance of transportation and the 
indispensable role of railways in particular in the development and pres- 
ervation of the economy of Saskatchewan and the overwhelming importance of 
wheat in the economy were clearly shown. Developmental circumstances as 
well as the present position of the Province were emphasized because of 
the firm conviction of the Government as expressed in the submission in the 
following words: 

"A thorough understanding of the economy of today and of recent 
changes in it is essential to the fornulation of transportation 
policies suitable to the complexities of present-day circumstances. 
Nevertheless, by itself such an understanding is wholly insufficient, 
Sound policy is evolutionary: it demands continuity. A national 
transportation policy need not, indeed cannot, be created de novo. 

It must build on the experience of past decades with adaptations 
appropriate to changing conditions. National transportation policy 
in Canada is as old as the national government. It has never stood 
alone but rather has always been closcly integrated with national 
policies of trade, the encouragement of manufacturing and the fos- 
tering of national economic development." (Saskatchewan Submission, 
Part-I; ps 77)’ 

Saskatchewan remains relatively exposed and vulnerable to increases 
in railway freight rates in spite of a growing diversification of the pro- 
vVincial cconomy and in spite of the development of competition from other 
transportation media. The Government of the Province has been and is active 
in attempting to broaden the base of the provincial economy by encouraging 


the development of secondary industries. These efforts have not been en- 


tirely without success and the results have been outlined in Part I of the 
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Saskatchewan submission. At the same time the Governinent was careful to 

make clear in that submission that the present stage of industrialization 

in Saskatchewan gives little hint of a reduction in the dependence of the 
residents of the Province on the mass-production, manufacturing centres in 
Central Canada. From these areas and over the oxtremely long intervening 
distances must continue to cone practically the Province's entire requirements 
of productive machinery and heavy structural miterials, automobiles and trucks, 
household equipment and furnishings. The continuing vital importance of trans- 
portation services and costs in the economic life of the Province is scarcely 


open to doubt. 


The view has been expressed before this Commission and elsewhere that 
high freight rates might be acceptable in the Prairie Provinces as a means of 
fostering local industry. It must be insisted that there is no general or 
appreciable sentiment for so divisive a policy. Saskatchewan wishes to 
develop local industry appropriate to the region by every economically sound 
means available. The Governnent of the Province Medente inode emphatically 
and categorically, however, any suggestion that the rate structure should be 
used in Western Canada as a protective tariff behind which local industry 

might be permitted to develop and flourish at the expense of the primary 


producer and the consumer. 


The Government of Saskatchewan is fully cognizant of the growth and 
increasing pervasiveness of competition from the motor truck. Indeed the 
emergence of the trucking industry as a major factor in Canadian trans- 
| portation has led the Province to make one of its major recommendations on 
this particular matter, Yet, notwithstanding this growth, Saskatchewan 


continues to be dependent to a predominant degree upon railway transportation. 


Service by truck tends to present a more difficult problem in Sask- 
atchewan than in most other areas in Canada. The provision of hard-surface 
roads permitting efficient service at all times to the pcople would require 
a highway system oe beyond the resources of the Province's thinly spread 
population. Indicative of the highway problem in this Province are the 


figures on mileage of highway and rural roads in Saskatchewan. In 1958 
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Saskatchewan had 121,000 milis of highway and rural roads compared with 
Alberta's 64,000, Ontario's 72,000 and Quebec's 51,000 miles. Although 
good progress has been made in this Province with the development of a 
highway systom, pavement still represents a very small part of the total 
road mileage. Other provinces have a greater concentration of population 
and are therefore more readily serviced by road traisport. British Columbia 
and the Maritimes have ocean transport available to the vast majority of 
their population while Central Canada enjoys the maxinun benefit from sub- 
Sidized inland waterways which permit service by a wide varicty of carriers 
including occan vessels. Not only do these parts of Canada have alternate 
modes of transportation service but at the same time railway rates are kept 


under control by the competition which they afford.. 


The fact that Saskatchewan has long transportation hauls and obtains 
less benefit from water and truck competition than other provinces means 
that the impact of increases in railway freight rates must continue to fall 
with increasing severity on this Province. Truck transportation will un- 
questionably continue to increase, particularly when the Trans-Canada 
Highway is completed, but geography, topography and the nature of traffic 
movements make it abundantly clear that Saskatchewan will continue to be the 
region relatively iost dependent upon railways and therefore the most vul- 


nerable to any increases in railway freight rates. 


While no analysis by provinces is possible, the figures presented 
by Mr. L.J. Knowles, a member of the Board of Transport Commissioners, to 
the House of Commons Standing Comuittee on Railways, Canals and Telegraph 
Lines on April 14, 1959 clearly indicate the disproportionate regional 
impact of successive horizontal freight rate increases. Mr. Knowles 
estimated that 56.7 per cent of the normal rated traffic (that to which 
the increase would be automatically applied) moved on the western region 
compared with 26.5 per cent on the central region, comprising Ontario and 


Quebec, and 16.8 per cent on the siaritime region. 


The Governnent of Saskatchewan strongly reiterates its belief that 


the Province carrics an unduly large share of the burden of railway freight 
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charges relative to other arcas. Some redistribution of this burden is 
essential if the Province is to make its full contribution to the econonic 


well-being of Canada. 
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V. The Rate Structure and National Transportation Policies 


Saskatchewan has taken the position before this Commission, as indeed 
it took before the Turgeon Royal Commission, that nothing worth-while can be 
done to ease the heavy burden borne by the relatively exposed regions of West- 


ern Canada within any rate structure capable of implomentation. 


Following the enactment of the equalization clauses of the Railway Act 
in accordance with the recommendations of the Turgeon Commission, the Board of 
Transport Commissioners proceeded to carry out its legislative directive. The 
promulgation of an equalized class rate scale brought about uniformity of ceil- 
ing rates for the various classes which had previously been at differing levels 
from region to region. Thus some simplification was introduced. Coupled with 
revisions in the Canadian Freight Classification the adoption of the equalized 
class rate scale brought some reductions in ceiling rates applicable in West- 
ern Canada and, on the whole, Saskatchewan benefited from these proceedings. 
Continuing general increases in railway freight rate levels in the post-war 
years have, however, more than offset any advantages or reductions worked under 


the class-rate equalization proceedings. 


At no time has this Province been able to sce relief in prospect from 
the equalization of commodity mileage scales. To the extent that these scales 
have been revised under the equalization proceedings and to the extent that 
others will undergo revision following the termination of the freight rate 
"freeze" the fears expressed appear amply to have been justified. There is 
every indication that cqualization of commodity rates will, with some except- 


ions, raise rather than lower the costs in Western Canada of such movements. 


In the meantime, competition has grown in intensity and pervasiveness. 
It would be idle to suggest that competition to the railways is totally absent 
in the Prairie Provinces or that it cannot be expected to increase in this area. 
Nevertheless, the prairic area may expect to continue to bear patie share of 
the burden of rail transportation costs. As long as "captive" traffic remins 
for the railways it will be found largely on the prairies. It is cxtremely 
unlikely that any scheme depending solely on manipulation of the rate structure 


can be devised which will redistribute thc burden more equitably and still keep 
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the railways solvent. 


Saskatchewan's viows with respect to the one and one-third rule and 
agreed charges were set forth in Part III of its general submission. The Gov- 
ernment of Saskatchewan docs not recommend any changes in the provisions for 
making agreed charges. Shippers who find the device useful should have the 
privilege of negotiating an arrangemcnt with the railways. In lending its 
support to this method of rate making the Government of this Province assumes, 
of course, that the Board of Transport Commissioners or such regulatory auth- 
ority as may emerge from these proceedings will exercise particular vigilance 
to ensure that no shipper is prejudiced or discriminated against by virtue of 
any agreed charge. The Province also assumes that the regulatory authority has 
or will have adequate jurisdiction to examine the propriety of rates agreed 
upon to sce that they meet all the conditions specified in the Railway Act as 


pertaining to other competitive rates. 


The one and one-third rule, designed to reliove the burden of high rates 
in intermediate territory, has fallen far short of its objective, This has 
resulted from adjustments or cancellations of transcontinental competitive rates 
and by the institution of transcontinental agreed charges to which, it was det- 
ermined, the rule does not apply. If the rule were made to apply on agreed 
charges, railways would cither have to forcgo the transcontinental traffic with 
resultant loss of revenue or forego a part of their revenue derived from ship- 
ments to or from intermediate points. The constant and seemingly ever-increas- 
ing pressure upon the railways to obtain more revenue to meet rising costs and 
their relative dependence upon the vulnerable and exposed traffic of intermed- 
iate territory to obtain such additional revenue strongly suggests that relief 
through the device of the one and one-third rule, even with its widest applicate 


ion, will continue to be illusory in the future as it has been in the past. 


Saskatchewan is convinced that there is no effective alternative,within 
the rate structure, to horizontal percentage increases to meet rising railway 
costs. Various alternatives have been Suggusted to the Commission aimed at re- 
distributing the incidence of increases in such a way as to relieve the impact 


on the long haul by imposing a greatcr proportion of any authorized increase on 
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the shorter haul. One of the schemes advanced before your Commission involves 
subjecting the short-haul rates to a greater rate of increase than long-haul 
rates on the assumption that terminal costs have advanced proportionately more 
than line-haul costs. It has been suggested that the imposition of such higher 
rates of increase on short hauls would enable the railways to give relief on 
long-haul rates. This would seem to be impracticable since short-haul traffic 
is already under severe competitive pressure and is steadily becoming more 

and more subject to truck competition. The higher the railway rate on the 
short haul the more exposed this traffic becomes to loss to trucks. Relief on 
the long haul is certainly not possible on the basis of mere paper rates which 


are falsely assumed to be applicable on the short haul. 


Various proposals have also been made for the adoption of selective 
rate increases as a possible variation from present practice. Such increases 
are actually in effect today as far as possible. The only question really is 
whether the selective ne weteas should be made by the regulatory authority at 
the time that general increases are authorized, or by the railways a fuemends 
on the basis of negotiations with shippers having regard to the necessity for 
traffic to move freely and for the railways to maximize their earnings. In 


this the interests of the railways and the shippers come close together. 


Clearly the horizontal percentage method of applying increases in 
freight rates works to the serious disadvantage of the distant shipper 
competing in a common market with a near-by shipper. The latter may, in fact, 
have the added advantage of carrier competition and thus escape increases 
altogether. The Saskatchewan Government's views in respect to the horizontal 
increase issue can be summarized as follows: 


"Analysis of the problem is casy but a solution is hard to 
come by. The reason for the difficulty and perhaps the imposs- 
ibility of finding a solution within the rate structure relates 
directly to the basic promise that freight rate increases must 
be sought and obtained in areas of semi-monopoly and on captive 
traffic, from which the burden cannot be shifted. Admittedly, 
additional revenue can from time to time be obtained from 
competitive rates, but in the long run freight rate increases 
fall with cumulative severity on the areas in which competition 
is relatively limited. Even if variations such as hold-downs 
or exceptions [i.c. selective increases] are used or if some 
combination of percentage increases and increases in terms of 
flat cents per hundred pounds is adopted, the inevitable fact 
remains that such increases can seldom if ever be fully applied 
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in competitive areas. Under whatever method may be used 
and as long as increases can still be applied anywhere, the 
arcas of semi-monopoly will bear the brunt. Put simply and 
with brutal frankness, the horizontal increase method is, 
in effect, a device or technique for applying increases to 
areas where increases can be mde to stick." (Saskatchewan 
Submission, Part III, p. 13). 

A study of the various features of the rate structure presently in 
effect and of proposals which hac been made on enrlicr occasion led the 
Government of Saskatchewan to conclude, when it preparcd its submission 
to this Comission, that solutions nust be sought elsewhcre than within the 
limits of the rate structure. The problem is so decply rooted in the 


economic and political circumstances of the past Saskatchewan concluded 


that it is not amenable to solution by adjustment in rates. 


A number of schemes have since been proposed by other provinces 
which, in effect, suggest that on the basis of their analysis of the 
transportation problem they hope that solutions may in fact es possible 
by doing no more than making revisions in the rate structure and in rate- 


making procedures. 


The Governnent of Saskatchewon has carefully examined the various 
proposals of this nature which have been advanced and notes ehak their 
basic objectives are the same as those sought by the Province of Sask- 
atchewan, namely, the alleviation of the costs of the Long haul and the 
burden which rests upon exposed and vulnerable arvas. These objectives 
must clearly commend themselves to the serious consideration of the 
Commission. Saskatchewan is of the firm opinion, however, that none of the 
proposals advanced for the modification of the rate structure would be prac- 
ticable in application or, even if implemented, would bring about the necessary 
relicf. The Government of this Province is convinced that there is nothing 
more dangerous than that this Commission should be misled into accept nce of 
plausible proposuls which would actually turn out to provide no solution at 


all and which could only leave rcoal solutions hidden or unrecognized. 


A number of the schemes put forward by other provinces have a cormon 
element in a deliberately increased reliance on cost of service. There appears 
to have developed 2 strong tendency in certain quarters to look upon the cost- 


of-service principle as offering 2 new and revolutionary spproach to the science 
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or art of rate making. In this movement cert2in of the provinces appear to be 
outdistancing the railways which, despite their slavish attention to alleged 
costs in isolated segnvunts of the case before this Commission, have shown no 
inclination to discard in any general way the principles of rate making which 


have behind them the sanction of generntions of successful usage. 


In the preparation of its submission the Province of Saskatchewan con- 
cluded that it was highly improbable that any change to a cost-of-service basis 
for rate making would enable the railways to provide lower transportation 
charges for Canada as a whole or that it could effect a more equitable distrib- 
ution of the costs of railway service. Examination of the various bricfs sub- 
mitted to the Commission has only served to strengthen the reservations of the 
Province concerning the efficacy of any significant increase in the existing 
degree of reliance on cost of service in the formulation of the rate structure. 
Competition renders it impossible to avoid attention to cost factors in some 
degree under any erate of rate formulation but, -beyond that, individual 
cost caleulations may lend a wholly spurious air of scientific accuracy and 


equity to rate relationships. 


The position of the Province of Saskatchewan regarding cost of service 
is stated clearly in Part III of its submission. The Province freely concedes 
that statistics and othcr costing techniques may be helpful in the formuletion 
of broad generalizations but extreme care must be taken in appraising the uses 
to which they may be put. The Goverment of Saskatchewan is convinced that 
there is serious danger of self deception in attenpting to split total costs 
of railway operation into arbitrarily selected individual segments in order 
to arrive at figures which purport to represented actual costs of individual 
shipments or of the movement of individual commodites. The circumstances 
surrounding different freight shipments vary so widely as to defy classificat- 


ion except on a wholly arbitrary basis. 


Saskatchewan submits that the impact of costs is always at work in rate 
formulation, not as a deliberately imposed stratagem in the rate structure, but 
effective nonetheless. The presence of competitive rates which are forced 


upon the railways by cost-based truck rates is clear evidence of this fact. 
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The natural desire of the railways to maximize traffic and net income must 
surely afford reasonable protection against lack of proper consideration of 


costs in railway rate makings 


Proposals have also been made to your Commission for the adoption of 
some new form of maximum rate control, Maximum rate control is, of course, 
already exercised in Canada by tho Board in its supervision of class rate 
scales as amended from time to time following general revenue cases, The 
Province of Alberta proposes 2a new method which for convenience inay be des-~ 
cribed as the one hundred and forty percent rule. ‘This would control the 
maximum rate for any commodity movement by limiting the spread between the 
lowest and the highest rates to be charged on a given commodity under com- 


parable conditions. 


As Saskatchewan understands the Alberta proposal, if it were implemen- 
ted no rate for a commodity. could exceed by more than forty per cent the low- 
est rate charged on that commodity for a eonpatadiis length of haul any place 
in Canada. The proposal was admittedly inspired by the same reasoning as that 
which gave rise to the one and one-third rule. In this instance, however, the 
device would be applied throughout the entire rate structure of the Dominion. 
ileweser the railways proposed to negotiate a competitive rate, either in the 
ordinary way or through the agency of an agreed charge, they would have to 
consider the effect on comparable traffic throughout the whole of the Dominion. 
Because of this circumstance the Alberta proposal would, in fact, constitute 
a most restrictive and pervasive form of control and would seriously interfere 


with the freedom of the railways to attract and hold traffic. 


Aside from the practical difficulties mentioned above the Alberta pro~ 
posal seems to ignore the revenue requirements of the railways. It does not 
provide for any alternative source of revenue to compensate for reductions that 
would be instituted under the scheme (assuming it were effective in achieving 
its objective of holding down the level of maximum rates), Furthermore it is 
difficult to understand how this proposal could, as claimed, climinate freight 
rate increase applications by the railways unless these essential public util- 


ities were to be left entirely to their own devices with the status of ordinary 
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commercial, profit-making enterprises and with complete freedom to incur 


bankruptcy, uninhibited by any concern on the part of government or the public. 


In spite of suggestions to the contrary made from time to time, Sask- 
atchewan believes that the railways today have the widest possible latitude, 
through competitive rate and agreed charge provisions, to meet competition 
and maximize their earnings. The adoption of the one hundred and forty per 
cent rule would in the opinion of this Province tend seriously to limit and 
in some cases to destroy that latitude and railways and shippers alike would 
undoubtedly suffer. The Government of Saskatchewan commends the objective 
which this proposal is designed to achieve, namely, protection of exposed and 
vulnerable regions against excessively high freight rates, but has no confid~= 
ence whatsoever that such a device offers a practicable means of achieving 


this objective. 


The Province of Saskatchewan has given a great deal of study to the 
question of subsidies as applied to transportation. In presenting argument 
before the present Royal Commission the Province recognizes that a permanent 
or at least a long-run solution to the Canadian transportation problem is 
being sought, that a short-term solution will not satisfy the needs of the 
nation, The experience of the past fourier years has amply demonstrated that 
Canadian transportation difficulties are of a basic and persistent nature. 

It is in this context that the Government of Saskatchewan has considered its 
position before this Commission and has formulated it suggestions and recommen= 


dations. 


In sharp contrast to previous inquiries your Commission has heard pro» 
posals from practically all those who have appeared before you for applying the 
subsidy device in some form or other. The Government of Saskatchewan recog-= 
nizes its responsibility to examine the various proposals that have been mde 
and to comment upon them, Subsidies may be divided into three broad classes 
all of which have been referred to in submissions to the Commission. The first 
type includes, broadly, the provision, at public expense, of facilities such as 
harbours, locks, canals, airports, highways, and the substantial aid designed 


to secure railway transportation facilities in Canada. Beyond noting that this 
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form of subsidy has been employed to the advantage and development of all 

modes of transportation and that such assistance indicates a national concern 
for cach, this type of subsidization may be left without further comment oth- 
er than to oxpress the opinion that such expenditure of public funds is wholly 


warranted in the developicnt of these important asscts of the nation. 


This leaves for consideration the various deficit subsidics which have 
been proposed and the rate reduction type of subsidy suggested by Saskatchewane 


At this point it is proposed to deal only with deficit subsidics. 


The term "deficit subsidy" is used here to describe those which would 
be paid out of the Federal Treasury to corpensate the railways for alleged 
losses on specific segnents of freight or passenger traffic, on the operation 
of branch lines, or on particular scrvices provided for the public. the Hees 
ition of the Government of Saskatchewan on proposals of this type is unequi- 
vocal, It rejects emphatically the adoption of the deficit subsidy approach 
in any amount, in any form and for any alleged ai dus The weaknesses of def- 
icit subsidies can be sect forth briefly. 

(i) They would dackiive Wena determination of the amount of 

the deficit which the subsidy was designed to overcomes 
This is true whether the subsidy was designed to apply to 
certain freight traffic, passenger traffic, the operation 
ofa peal branch line or a group of branch lines or 
to Aaaenen be for certain services conducted in the inter- 
ests of the public or for national policy considerations. 
Saskatchewan rejects the idea that such a determination is 
possible within the bounds of reasonableness. It is sub- 
mitted that no acceptable or practicable formula could be 
devised which would provide the required basic information 
on a segnent of railway operations. 

(ii) They would tend to destroy managerial incentive to ensure 
ercater efficiency and to explore newer and less costly 
methods by the employment of aoe etek inprovenicnts. 

(iii) They would be cumulative and largely uncontrollable in 


character and would tend to provide a blank cheque on 
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the Federal Treasury. Deficit subsidies would inevit- 
ably lead to a complete and coriprehensive underwriting 
of railway operations by the Federal Government. 

(iv) They would make adjudications on revenue cases oxtreneoly 
difficult and could seriously interfcre with the normal 


processes of rate making. 


It is the considered view of the Governnent of Saskatchewan that to 
subsidize allegod and highly debatable deficits on fragmented portions of 
such a highly integrated enterprise as a railway, while preserving rates at 
so high a level that shippers are driven to alturnative modes of transportat- 
ion, would be the worse of all possible attempts at a solution to the Canadian 


railway problem. 


On the contrary the subsidy proposal of Saskatchewan to which extended 
reference will be made later, would, it is submitted, obviate the above object- 
ions and operate to the advantage of the public and tho: transportation agencies 
alike as well as facilitate the interchange of the products of the various reg=- 


ional economics. 


A good deal has been placed in evidence before this Commission concern- 
ing branch linc abandonment and service reduction. The position of the Prov- 
ince of Saskatchewan on these matters can be stated clearly and concisely. 

It is the view of the Government of Saskatchewan that the present legislation 
and the practices of the Board of Transport Commissioners developed within the 
framework of that legislation are reasonable and fair to the railways and to 
the public alike and there is no justification or reason for proposing any 


changes. 


Because of the highly restrictive nature of the legislative amendments 
suggested by the Canadian Pacific Railway Company the Province of Saskatchewan 
rejects them categorically. They would virtually exclude effective opposition 
to any applications for abandonment and would remove entirely from the purview 
of the Board consideration of evidence of loss and inconvenience to the public 


as factors in the Board's decisions. 
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70 
The extension of branch linus by the Canadian Pacific Railway Company 
was a matter of deliberate policy not completely disassociated from the desire 
to enhance the value and utrketability of londs with which the Conpany was 
generously cndowed. Canadian Pacific's proposals imply repudiation of any 
responsibility to consider the position of the residents served by branch 
lines which from time to tine the Company may feel disposcd to abandon. This 
repudiation of responsibility should not be tolerated and the Commission should, 
in the opinion of the Province of Saskatchewan, reject emphatically proposals 
which would in effect leave without protection or possibility of redress those 


who have a legitimate intcrest in the continuity of railway secrivce, 


The proposals of the Canadian National Railways are less harsh. Can- 
adian National acknowledges public responsibility as an instrument of national 
policy in that provision is made in its proposal for continuity of lines and 
services, where required, with the aid of a national subsidy. This, of source, 
is one of the forns of deficit subsidy which the Province of Saskatchewan has 
rejected as being inappropriate and inpracticable. Its application would tend 


to obscure the real problem. 


The Province of Saskatchewan thercforo reaffirms its conviction that no 
change should be made in respect of present procedures in determining the merits 


of and adjudicating upon line abandonment cases. 


One further point of policy and procedure remains to be considered. 
Decisions of the Board of Transport Conrtissioners under the present legislation 
are subject to appeal on questions of law to the Supreme Court of Canada and 
on other matters as appeal may be made by way of petition to the Governor-in- 
Council. The Government of Saskatchewan sees no virtue in any anendments to 
the Railway Act or changes in practice in respect of this matter. As the 
Board of Transport Commissioners is a court of record whose decisions are leg- 
ally binding it is but proper that an appeal on questions of law should be tak- 
en to the Supreme Court of Canada. Presumably any other regulatory body which 
might arise from the recommendations of the Cormission would hove the same 


status. 


The Province of Saskatchewan has consistently urged that railways cannot 
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be treated as ordinary business entities. Thoir actions, even though legal, 
have such widespread ramifications on the economy of the country that it 
follows that the Government of Canada must always be concerned from the stand- 
point of public policy and no inpedinent, therefore, should be placed in the 
way of legitinate petitions to the Governor-in-Council. This applies rc- 
gardless of whether or not the subject matter has boen reviewed and adjud- 
icated upon by the Supreme Court. The Governnent of Saskatchewan thercfore 
respectfully urges that no recommendation be made which would alter the 
present provisions in respect of appeals to the Supreme Court or petitions 


to the Governor-in-Council. 
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VI. Recormendations of the Province of Saskatchewan 


The Government of the Province of Saskatchew2n has four major recom- 
mendations to urge upon the Commission. These are stated and claborated 
upon briefly below. 


1. The Government of Saskatchewan recommends that the Crow's Nest Pass rates 


on grain and flour moving into cxport positions ssitions be ret: retained und under the 
protection of Parlinnent and maintained in their present form and at 
their present lovel without any change. 


The position of the Governnent of Saskatchewan on Crow's Nest Pass 
rates on grain and grain products was made abundantly clear in the submission 
presented to the Cormission, in the defence of that submission by the 
witness for the Province, and in Part III above of this Final Summation 


and Argument. 


At the organization mecting of the en eee in Ottawa, the Province 
of Saskatchewan urged that the subject of export grain rates was not one 
for consideration by the Commission under its terms:of reference. At the 
same time Saskatchewan urged most strongly that the Crow's Nest Pass Agree- 
ment and the corresponding rates on grain and grain products constituted 
fixed and deliberate national policy, determined in perpotuity, and that 
evidence on costs associated with the movenent of these products was en- 
tirely irrelevant. Although the Cormission admitted evidence on costs and 
revenues the Province has strictly adhered to this position and firmly re- 


iterates it at this tinc. 


An unconscionable proportion of the Commission's time and onergy has 
been absorbed in receiving cvidence on the cost of handling export grain. 
Saskatchewan nevertheless submits that no reasonable finding can possibly 


1 


be made by the Commission on the basis of the figures placed before it or 

of the concepts which purport to give meaning to the figures. Saskatchewan 
emphatically rejects as wholly unreliable, unrealistic and unproven any con- 
clusions reached on the basis of costing a single segment of railway freight 
traffic, hived off by itself without regard for other traffic which it en- 
genders or with which it dovetails in the utilization of plant and equipment. 


Railway operations are too highly integrated and conplex to permit useful or 


usable conclusions to be drawn in this wy. When on top of 211 these obvious 
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defects the grain study covers only onc year in a history of woll over half a 


century of grain moverrent the whole argument becomes 2bsurd. 


Saskatchewan urges that the Commission iust, in all reason, completely 
disregard the allegations made before it which would single out the movement 
of grain as the cause of the dilemma of the railways. It is the firm belicf 
of this Province that the only effect of the many long and dreary days and 
weeks devoted to cost analysis in this inquiry hes been to obscure the under- 
lying problens of the railways and to hinder rather than help the Commission 


in seeking an appropriate and adequate solution. 


The Crow's Nest Pass rates on grain and grain products moving from the 
prairies to export positions have, since their inception, constituted a 
fundament2l and integral part of national economic policy. Saskatchewan 
refutes the allegation of the railways that these rates impose a burden on 
the railways or that they are the root of the railway problem. On the 
contrary, great benefits have flowed from these Pte to the railways, to 
Canadian industry, to Canadian trade, and to national unity as well as to 


western Canadian agriculture. 


The historical and analytical evidence concerning the Crow's Nest Pass 
Agreement and grain rates which was presented in detail to the Commission has 
been summrized in preceding pages. The final conclusion is that nothing 
could conceivably be more unacceptable to the people of the Prairie Prov- 
inces than action which would constitute tampering in any way with Crow's 
Nest Pass grain rates. Adoption of the railways! proposals in this matter 
would be the thin edge of the wedge leading in the near future to the utter 
destruction of the export grain rate structure. The Government of Sask- 
atchewan urges in the strongest possible terms the complete rejection of the 
railways! proposals and the maintenance of export rates on grain and flour 
under the protection and control of Parliament in their present form and at 
their present level without any change. 


2. The Government of Saskatchewan recomucnds that the cxisting division of 


assets and revenues of corporate railway enterprises as prescribed by the 
Board of Transport Cormissioners in the Uniforn Classification of Accounts 
be changed to provide that all assets cinployed in surface transportation 
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(ex¢luding ocean shipping) be classified as making up rail enterprise and 
that all revenues arising from surface transportation services be brought 


to account in the determination of isonetary requirements in revenue cases 
arising out of applications for increases in railway rates. 


The treatment of income received by railway companies, notably Canadian 
Pacific, from enterprises and assets other than those indispensable to the 
operation of rail services has been a matter of controversy in post-war in- 
vestigations, The Governnent of Canada designated this as one of the items 
for investigation by the Conmission under clause (d) of the terms of reference 
which directs the Commission to determine "whether, and to what cxtent, the 
Railway Act should specify what assets and earnings of railway companies in 
businesses and investments other than railways should be taken into account 


in establishing freight rates." 


The fundamental position of the Government of the Province of Saskq 
atchewan on this question is that the Canadian Pacific Railway Company was 
created, with substantial public assistance, for the sole purpose of building 
and operating a railway in perpetuity « Other techs and other enterprises 
have accrued to the Company either in the form of gifts from the Crown or 
from the proceeds of railway operations. It is the contention of Sask- 
atchewan that all assets of the Company ought therefore to be regarded as 


rail assets to assist the Company in the discharge of its responsibilitics,. 


The original agreement between the Government of Canada and the Can- 
adian Pacific Railway Company specified the responsibilities which the Railway 
was required to discharge in return for valuable consideration received by 
the Company. There appears to be a tendency to forget or at least to aan 
imize the fact that one of these responsibilities was the perpetual op- 
eration of a railway. Saskatchewan contends that the mere building of the 
line did not satisfy the conditions for which the substantial grants and 
erner aids were given. Such an assumption would be patently absurd. The 
Government of Canada, in aiding the Conpany, was certainly concerned with 
its continued operation. It is the position of the Government of Sask- 
atchewan that all assets of the Canadian Pacific Railway Company are cor- 
porate assets designed to support and assist the Company to honour the 


agreement which it made to operate a railway in perpetuity. 
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Saskatchewan belivves that possession of other assets and other enter- 
prises has materially strengthened the borrowing position of the Company when 
funds have been required for improvements to the railway plant. Saskatchewan 
feels that this is perfectly proper and, indecd, that this is the use to which 
it was originally intended that the other assets of the Company should be 
devoted. It is of the utmost importance, in the opinion of this Province, 
that the corporate structure be preserved intact in order that a11 assets of 
the Company may be utilized as reserves in support of the continued operation 


of the railway. 


The treatment of income from the other enterprises of the Company 
poses 4 somewhat different and riore difficult problem, The uniform class= 
ification of accounts prescribed by the Board of Transport Cormissioners 
specifies those revenues which are to be regarded as rail and those which 
are to be regarded 2: non-rail. It is not the purpose of this summation 
to go into detail in dey of the various allocations. Saskatchewan does, 
however, wish to cxprcss its opinions and make certain recomendations in 


regard to this particular phase of the Commission's inquiry. 


The two major railways in Canada today are much more than railway 
companies. They may more properly be described as transportation companies, 
for they are both active in several fields of transportation. Canadian 
Pacific operates a most complcte transportation system by rail, by road, 
by water and by air and particularly substantial development has taken 
place in the highway operations of this system. Both Canadian Pacific and 
Canadian National have given evidence before the Commission of the progress 
made with their plans to integrate their rail and road operations for the 
purpose of developing a flexible, co-ordinated merchandise service. Sask- 
atchewan feels that such integration is likely to result in improved service 
to the public and to expand the traffic potential of the railways. To the 
extent that stcanship operations on inland waterways are also used in such 


intcgration the same comments apply. 


This development renders obsolcte the present division between rail 


and non-rail for the purpose of determining the revenue position of railways 


Lye . eyes : 
: a a. : baw 
1 | i" a 
, ; in ssh + ; . er 
~tpitra vfs hia, Gisele eee 2e v7. ee Se et ee ews ry 


bd } o rue 


~ cgeithe Seginenlan” erts Ry ino Abia gat oan sit aatyriets vite Oe 


A . ee § ” 
Antone tent). « ioAlg “tied Rep aale® Oe Strmmovernet "bonduobe % seer 


9 


om 


4 ie - “th » » ~ 4 
- Adidw oF cmv OMe nj at Sie Abin? bar % étorty r —_ a at ah oe 


ed hiange thio ; ‘o Bath sexthe ul? tols Su eben? nid gttea 


i ; ¢ * Pe 
- 7 “\ = of i Pe iy i £ 4 ea © #2. 
he . | 
‘4 Hens, ) . ie} tayyree oa. ti fouste Os tOg7G 
4 “ a * ‘ a ‘ Je a ; 
® 
j : S54" h ; wa % 
ma | : £9 p BoabeLYe wd yi 
oV it 
i ‘ 
a © ~s 7 
iit ? 
‘ 
- ate LS 
4 2 ) bd pre: ry 4 
a ' ; F 
‘ - Hh _ is 
. hyde noararet Chore we rr roe 
= f a 
va 
| ‘8 a wt one bulvsaget adhe 
ry ~ > ff) lel 
7 ae 
r t ry oh 
i ie qi 
6 - 7 7 
ai. 
vison died eqs bar 
6 
5 Pa 
i 
{ } - i 
4 
y * 
a - : 
* 
‘ 
¥ } 
a re 
13 xJ 
4 + : 
1 5 7 ef 
¥ 
\ é 
7 >) «ee E. 
7 7 
6) )otet ; ' fank@hu 4 ° 3 cs od 
' : s ' 2 q 


{ i Me Ai 


Lie 


‘ ; 
a FY ‘ian We; reg 4 weer St ails 7 a Jnriosels 79 ? gacdns fer 
- j 5 bi hy > ss . iJ ia = = 
en + 


; pean a Hu oy | | * 


ed 


op) 


in general rate cases. The co-ordination of surface transportation media has 
rendered it improper and indeed inpracticable to maintain a segregation be- 
tween rail on the one hand and road and inland steanship operations on the 
other. It is, therefore, the opinion of the Governnent of the Province of 

- Saskatchewan that o11 surface transportation operations of railway companies 
and their transportation subsidiarics including piggyback service performed 

for company-owned as well as for for-hire truckers should be brought to account 
in determining the financial position of railway companies for the purpose of 
determining appropriate lovels of freight rates. The Province of Saskatchewan 


recommends that this be done. 


3. The Government of Saskatchewan recommends the establishment of a unified 
system of transportation control through a National Transportation Authority. 


The views of the Province of Saskatchewan on the question of regulation 
and control of transport< tion media were set forth in Part III of the Prov- 
ince's general submission and were developed in some .detail by Dr. Gt. Britnell 
in his appearance before the Commission as witness for the Province. tH its 
‘submission Saskatchewan stated: 


", « « the Governnent of the Province of Saskatchewan urges that 
this Commission recommend to the Govermicnt of Canada the creation 
by a separate act of Parliament, of a Canadian 'Transportation 
Authority! to combine and include the present functions, dutics, 
and responsibilities of the Board of Transport Commissioners for 
Canada, and that such Transportation Authority be empowered espec- 
ially to extend its jurisdiction to the regulation and control of 
inter-provincial and international motor truck transportation. 

This agency would have 1s its objective the further co-ordination 

of transportation services nthe interest of the public with a view 

to insuring the most effective use of all transportation facilities. 
A move in this direction at this time is a logical and necessary ex- 
tension of the historic national policy of the regulation of trans- 

iets services in Canada." (Saskatchewan Submission, Part III, 

pp ° 20-1 e 


The type of unified system of transportation control now proposed by 
the Government of the Province of Saskatchewan obviously wes in the minds of 
the members of the Turgeon Comuission in 1951. Their views on the matter of 


regulation and co-ordination were expressed in the following words (Report of 


the Royal Commission on Transportation, 1951, p. 279): 


"In so far as Parliament can regulate and control transportation, 
the object should not be confined to the rather negative work of 
correcting abuses, but should roach out to the positive constructive 
task of developing adequate and efficient transportation services 
and of 'co-ordinating and harnonizing' the service in the public in- 
terest. The regulxtion of railways cin best be oxercised by com- 
bining it with the regulation of the other agencies of transportation." 


| 
4 


Dd ‘ 

Wy) 

e : F "; 

a oan Vinay , yy 

ha ‘eat Abies woken! worn = ns ae... 

Y ee cA - r re . 
“od atddiniase: & Ntaedind od wisanticoryt sent Relat s 
' “e Le 


7 
7 


an iPas 


) oe off as cadterteds obit: wiv Nina a yee bast a 


oar nA 
| . 5 A 
i 
ich oa ieee T cet do Sherrie) gid to rea wit weronbri 


ao iarage Ao téatvoqunied optim Pee, i 


nt s>inechinedas hoktednodes: 
i 4 | 


4 
. 


. oS r 4 : 
Santis hintid ad bitrda sewlowrd Cake-Tor x0" ge {iw ce bear omer 
ae | 2 
‘ . Ee : 
Piz ‘ y a te oe a A i tig t ) oO / Loy {rtonaad® ane ' a se 


nay : 7 Sifu 


cietedubice Ia wohvord WAT caedte dete liere he “ook oer ge 
Wh tects 


J _ 
A 
F 
‘ iy ; 
’ ra ‘ -V ey “ *% HF ryte 
j i re eS 
ve ‘ i ‘ 47 9 Ginoe ic Sly 44.415 Heid 
he p~ahercoin — - ~ & wee NPs IE eek ED 1 
? ™ vd sell bie Sy * 
| A. 4 te ae iv 
, 1 
- yi \ 
} aw bere mo leeds 
} J , ty 
=a 
iow 
od ad Lie 
- 45 ‘ 
= ; 
fi 
} 
: , j Wwti 
} % ' kat | i 
60 . oid dw dtook Hone ove MLwow Uareeee€ 
; te tr t i+ | a bers te 
-¢ 
A 
’ hs ; 
5 
ry bi 
* 
' 
i : mel a] 4 } J 
ate 
) : =i) ‘ 
a re 
My ¢ 4 2 e i .. i ‘4 | 
ac ec +) aber Y “ik on fi in . itt ; Caw TG 
v —— ipa 
are 
é 4 —- ef 
- * 4 +“ ea ,itkl > JTIaH! 27 
if a i Se Be — amare 5 
: : . 
f a) 
' a : ¢ : io f ae 
id ea2o*inogepand Lottieas Mite ogrigao' | (io shina apeere 
; ; ‘4 ¢ 
a . Ae wee ole itque vaitict QA ee fest kaos ‘od apr 


hs 7 wl Serdenoe. ovddzerd «it “at Oiee pigs Liecahe per 
“eo0ivnr val | ee ig eto tS eee Ee Beet? Js $sup Le 2 
se eetscag ht, i) fawn 

‘say mM! te A Swen ee 


: y gra ] 
: a * 
4° ‘ pews 


UE 


Pointing out that three separate agencies then controlled Canada's 
transportation system - the Board of Transport Commissioners, the Air Trans- 
port Board and the Canadian Maritime Commission (to which a fourth, the 
National Energy Board, has since been added) - the Turgeon Commission in- 

' dicated the extreme difficulty of securing anything in the nature of a 
unified national transportation structure under these conditions, and con- 
cluded (as cited in Saskatchewan Submission, Part III, pp. 18-9): 

"This anamaly should give way to the constitution of a Central 
Authority which will be able to take in hand the major task of co- 
ordinated control, having at its disposal all the benefit acquired 
from the experience of the separate bodies in recent years. 

"The adoption of this policy would bring together the three above 
named bodies re-organized and united and devoted henceforth to the 
pursuit of a well planned policy for the co-ordination and reg- 
ulation of transportation." 

The Turgeon Commission did not specify the inclusion of. motor trans- 
port under its proposed Sentral Authority but that Commission did consider 
the trucking industry at some length and commented as follows (Report of the 
Royal Commission on Transportation, 1951, p. 279): 

"All forms of trucking have increased considerably since 1937. The 
time has come when Parliament might well reconsider this question of 
control. There seems to be no valid reason why those who carry on a 
business over which Parliament has jurisdiction (assuming this to be 
the.case) in competition with others who are regulated in respect to 
their rates and operations should not be asked to submit to a similar 
form of control. This, of course, does not mean that any one form of 
transportation should be regulated only for the benefit of another." 
The Government of the Province of Saskatchewan endorses the views of 


the Turgeon Commission in this matter and is in full agreement with the 


necessity for stressing their concluding proviso. 


The Government of Saskatchewan is of the opinion that as a general 
proposition all mjor transportation media ~ railways, motor trucks, ships 
on inland waterways, aircraft, and pipelines - should come within a system 
of unified transportation regulation under the jurisdiction of the proposed 
Canadian Transportation Authority. For most Canadians concerned with overland 
movement of goods, truck transport is, of course, incrcasingly occupying the 
position of the bie cent carrier to rail. As a consequence, Saskatchewan 
has directed its thinking principally to ways and means by which truck trans- 
port might be brought into an integrated system of regulation along with 


rail carricrs. 
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In the opinion of the Saskatchewan Government, intra-provincial truck 
operations ought properly to come under the jurisdiction of the same regu- 
latory body as that which controls rail and inter-provincial truck under- 
takings. Since the provinces would probably not all agree at this time to re- 
linquishing control over intra-provincial trucking, Saskatchewan does not en- 
visage such a transfer immediately. Should the Federal Government and the other 
provinces be interested in the proposal for an over-all transportation authority, 
the Government of Saskatchewan stands ready to discuss turning over to the 
Federal Government its control of intra-provincial trucking subject to the 
preservation of the Province's revenue position and to retention of control 


by the Province over such matters as weight restrictions and safety regulations. 


The Motor Vehicle Transport Act (Statutes of Canada, 2-3 Elizabeth. II, 
ec. 59) provides, in effect, for the delegation by the Dominion of its control 
over inter-provincial t:ucking to provincial regulatory bodies. The Govern- 
ment of Saskatchewan is strongly of the opinion that the regulation of inter- 
provincial truck transport should not, in any way, wlan al to be delegated 
to the provinces. Saskatchewan is convinced that any over-all Federal 
Authority, the objective of which was to set up a "unificd pattern of trans- 
portation regulation" embracing all forms of transport, would break down at 
once in the event that any significant part of its jurisdiction was delegated. 
In such a situation, with different personnel attempting to administer the 
same statute, it is almost certain that the whole structure would founder 


in a morass of conflicting decisions. 


The Government of Saskatchewan recognizes that inter-provincial truck 
operators may question whether they would derive any advantage from being 
brought within a system of unified controi on a national basis and might 
indeed fear that any Federal Authority would be subject to domination by the 
railways. It is the opinion of the Province that one of the main objectives 
of such a system would be to enhance the stature and status of the trucker. 
The purpose of the system would certainly not be to put the trucker in a 


position inferior to that of the rail carrier. 


The system which the Province of Saskatchewan proposes would have 
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certain immediate purposes in controlling inter4provincial trucking which, 
in the view of the Province, would aid the orderly growth of the trucking 
industry and add to its long-term strength and over-all status. These 
purposes may be sct forth bricfly. 

(i) Stability of rates. In order to achieve stability of ratos all inter- 
provincial truckers would be required to file their rates with the Federal 
Authority and to publish them. The Authority would have the power to de= 
termine maximum rates, as the Board of Transport Commissioners now does for 
railways, and to insure that no rate published by a trucker was less than 
compensatory. Thus the maximum and the minimum would be subjcct to regulatory 
control but the range between would permit competition among the various 


transportation media, 


(ii) Stability of service. The principal requirement to insure stability of 
service would be contro! of entry into the inter-provincial trucking ficld. 
Criteria would evolve from cxpericnce but ought undoubtedly to be related 

to the objective of co-ordination of all forms of transportation. Public 
convenience and necessity would presumably be among the bases for the deter- 
mination of entry along with measures indicating the financial ability and 
stability of the enterprise. The Federal Authority should, it is suggested, 
require or encourage operation of trucks inter-provincially on a scheduled 
basis and ensure the maintenance of a dependable service not only between the 


terminals but to intermediate points on the route. 


(iii) Financial stability. ih the opinion of the Government of Saskatchewan, 
the financial stability of an applicant for a franchise (to be safeguarded 

by the assurance of compensatory rates) should constitute an important 
ikon in granting the necessary authority to operate. Franchise holders 
should, of course, be required to secure minimum insurance on, cargo and 

public liability protection. Closely allicd to the deturmination and pres- 
ervation of financial stability would be the prescription by the Federal 
Authority of a uniform clussification of accounts for truck onerators 
paralleling the classification of accounts prescribed by the Board of Transport 


Commissioners for Canadian railways. 


(iv) Preservation of competition. The Government of the Province of Sask- 
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atchewin wishes particularly to emphasize that any over-all system of trans- 
portation reguletion and co-ordination must not stifle competition. On the 
contrary it must be desisned and adininistcred so that competition between 
and within the various forms of transportation will continue to have an 
important place in the determination of what the shipper will pay. There 
should be adequate safeguards to prevent railway companics, or highway sub- 
sidiaries or affiliates of railway companics, from conducting their effairs 
with a vicw to the ccoiplcte removal of their competitors. Similarly the 
Federal Authority should have the power and should be vigilant to prevent 
the growth of monopoly among highway operators themselves. Judicious use of 
control of entry and of rates by the Authority should go far toward assuring 


the necessary protection to all carriers and the public as well. 


(v) Uniform standards in equipment and operation. It is Saskatchewan's view 
that uniform basic or minimum standards of equipment should be established 
and enforced as a desirable nar’ of Federal regulation. To the extent that 
matters such as safety regulations including hours of work for drivers, 
weight restrictions and equipment standards fall within provincial juris- 
diction there is a fruitful ficld for co-operative effort by the provinces 


and the Federal Authority. 


The Government of Sasketchewan is naturally anxious that the revenue 
position of the provinces should be completely protected and is of the 
opinion that this position need not be affected by the establishment of an 


over-all transportation Authority. 


It is suggested that the application to the Federal Authority and 
the licensing of the truck operator by the provinces affected would involve, 
first, an application by the operator to the Federal agency for an "operating 
authority" permitting him to engage in some particular inter-provincial haul 
and, second, securing from each of the provinces affected by his run the 
necessary licenses to travel over their roads. The provinces would not be 
entitled to deny the licenses provided the trucker complicd with all the 
laws of general application having to do with the securing and holding of 


such a license. 
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In summary, the Government of Saskatchewan recommends the establish- 
ment of a Canadian Transportation Authority to regulate all major forms of 
transportation - railways, motor trucks, ships on inland waterways, aircraft 
and pipelines - with first attention being given to the inclusion of inter- 
provincial trucking, in a manner fair and equitable to all media and to 
ensure for the public the choice of agency and the most efficicnt and 


cheapest transportation for moving the commerce of the nation. 


4h. The Government of Saskatchewan recomionds the institution of 2a National 
Transportation Subsidy. 


The Province’ of Saskatchewan advocates a subsidy as a solution of the 
difficulties involved in the transportation problein of Canada neither lightly 
nor from any bias in favour of this type of approach. It is only after an 
exhaustive examination of all possible alternatives and with great reluctance 
that the Government of the Province concludes that a national transportation 
subsidy is the only practicable mcans by which to ease the intolerable burden 
of transportation costs on the western provinces and at the same time to ensure 


the continued efficiency of the Canadian railway system. 


Proposals for solving the Canadian transportation problem by mod= 
ifications within the rate structure appear wholly unrealistic to the Govern- 
ment of Saskatchewan. Deficit subsidics are so fraught with danger thot 


they are entirely unacceptable to this Province. 


Adoption of Saskatchewan's proposal would mark no departure from 
historic national policy. It would, in fact, be a logical step in the 
further evolution of Canada's transportation policy for which there are 
both precedents and parallels. The principle of subsidy in aid of trans- 
portation is deeply entrenched in national economic policy. Illustrations 
of this fact have been cited elsewhere in this summation and are discussed 


extensively in the Saskatchewan submissions. 


The Government of Saskatchewan denonstrated in its general submission, 
and summarized earlier in these pages, the adverse inpoct of fundanvental 
national policies on the cconomy of the Prairiv Provinces, It was made 


clear that transport2tion policy has alw.ys constituted a central part of 
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the complex structure of interdependent policies directed toward national 
economic devclopment and national unity. It is highly appropricte, there- 
fore, that railwrys should be used as instruments of national policy for 
relieving, at least to some oxtent, the burden of those policies on the 


western regions in which their effects have been so detrimental. 


Despite the growth and increasing pervasiveness of competition, it 
is clear that the prairic area and prairie economy have, of all parts of 
Canada, benefited least by its restraining influence. This has meant that 
the burden of railway transportation costs, more sharply apparent with each 
successive post-war increase, has borne and will continue to bear most 
beversiy on the prairie area, This is not good fay the Prairie Provinces, 
for the railways, or for the industrial areas of Eastern Canada. Sask-= 
atchewan strongly contends that resort to the subsidy device to relieve in 
some measure a situation which is fast becoming intolerable may appropriately 


be regarded as a national approach to the solution of a national problem. 


The Province of Saskatchewan frankly admits thet the proper form and 
extent of a national transportation subsidy are not easy to determine but is 
convinced of the importance of certain objectives which such a subsidy should 
be designed to achieve. As stated in the submission of the Province, 


"(A national transportation subsidy] should be consistent with 
established national policy and ameliorate to some extent the 
unequal impact of such national policy. It should promote the 
flow of traffic and thereby foster a closer economic reletion= 
ship between all parts of Canada. It should mitigate to a 
degree the divisive effect of groat distances by absorbing a 
portion of the transportetion costs and blunt, to some extent 
at least, the sharp edge of any future gencral increases. It 
should be applied in such a manner as to avoid discriminating 
between different regions and thereby be regarded as a2 truly 
national subsidy, one from which all parts of Canada may benefit 
while still achieving one of its main objectives, that of ro- 
distributing the burden of transportation costs. It should not 
be of a nature that would simply result in the Federal Treasury 
underwriting railway revenue deficits." (Saskatchewan Sub- 
mission, Part Jil, po. 24-5) 


The national transportation subsidy which the Government of Sask- 
atchewan proposes might be described as a rate-reduction subsidy. The 


Province suggests that it could be established through some form or 


adaptation or extension of the Maritime Frvight Rates Act. The necessary 


legislation might be in the nature of 1. "Western Freight Rates Act" or 


> i } uy at ie aay 1 . : 
i é p : es, ie ee i t ist 
Lawitin Wiewe Bitadh aot sted ee: ce ne bed 
weve? ,elaiiaoicacs ‘ving bt ot 37 eo fay ae ‘bans 


: a see 
“.. po? “hbLloy Tertidan. Do egneer.tank BR bbe af Si wore aye L 4 if 


ne “p % Be 


wiy oo eufoiicxnt exon’ So aol wel Terese o oa OY tetal 
' ih, 


Thate riod on poud ovied sasgtts 4 todd adit: ea ecod yor 
4 : rh i i 
ay 
34°10 2 eee, = 1 Devoyon Dita Hes wih A walt otdqued 
‘ i ro rat's 
| Le J i OU j singe ote ae 
rary ati Wits iewrs Ge tae vee aay ncohmey! Goh ‘eit 963 i at 
‘ cr 
‘ O40 } 7 tS Se. 


' } ‘ my - 
is amb 
| g' 5 2 te Bot stood 24n . satowek thwedeod | avila 


‘ of 


at ht VEL Em: mg ong na) mf? 


* 


HOt aa eR nS exam bee 


% i 
’ 
t ] ae. 
pag : 
oe 4 } 
1 
4 
} ij i r 
eorrt 
i j 
ida 


SA na, 
a ’ ~ T OLE ot 20 bes a , 


" 


toa od borat 


ond ‘oye ab, 

: eka | Citta ata tg rokttin, i 
, tis i bveak ace 

. ity cea 

fy Lage de: = 


- rT 1 tllay 
Tiber : 5 Bikiy) 
” 
7 é in $y ‘ s 
=i * SE rm wif 
,. 
Ks Td -o '€ 
yi. > ra Te yi rage = a 
tdyw hindus ipbnistecnaihnd 
vy. aH 
‘ ri wi vi f Pian 
é SNS aa} es ; 
‘ _— . gi4b ff a. * 
‘ ant - c 
‘ , 


83 


a "Maritimes-Westcrn Freight Rates Act." Under the proposal the subsidy 

would be nade effective as a percentige reduction in freight rates on all 
traffic moving into, out of and within the four western provinces of Man 
itoba, Saskatchewan, Alberta and British Columbia, Certain traffic such as 
that moving on statutory and related rates and on agrecd charges together 

with short haul traffic might have to be exenpted for administrative or other 
reasons. Nevertheless, the goal should be to secure a mexinum traffic coverage 


for the subsidy. 


The Government of Saskatchewan commends to the consideration of the 
Commission the possibility of including the lakehead citics of and districts 
surrounding Fort William and Port Arthur within the area specificd above for 


the purposes of the application of the rate-reduction subsidy proposed. 


The appropriate level of rate reduction under the subsidy legislation 

“could only be determined by careful examination. It may be urged, however, 
that expericnce under the Maritimes Freight Rates hot should be uscful for 
purposes of comparison although the Province of Saskatchewan wishes to make 
it perfectly clear that whatever the percentrge reduction decided upon, it 
should apply uniformly on traffic moving into, out of and within the pre- 
scribed area. The Province is not prepared to say whether a thirty percent 
reduction as provided under the Maritime Freight Rates Act would effect 
adequate relief Pia the present high level of rates now paid by shippers. 
It is proposed that such a rate of reduction as may finally be selected 
might well be designed to incorporate such.insufficient and short term 


expedients as the "bridge" subsidy. 


It is important to keep clearly in mind the purposes of the subsidy 
proposed by the Province of Saskatchewan. The national transportation sub- 
sidy is put forward primarily as a relief to the Western Provinces but in the 
clear conviction that the railways and the entire netional cconomy would 


benefit through the stimulus to long-distance traffic movements. 
Saskatchewan does not advocate any othur form or type of subsidy. 


The Government of Saskatchewan submits that it is absolutely essential 
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that existing procedures governing applications for rate increases be 
preserved. The Province strongly eaphasizes its view that the institution 
of a national transportation subsidy should not interfere in any way with 
the operation of the requirernents formula or with the responsibility of the 
railways to justify any and 211 requests for increases in freight rates 


when appearing before the regulatory Authority. 


The Government of Saskatchewan does not suggest that a national 
transportation subsidy ought necessarily to be restricted exclusively to 
rail traffic or rail carriers. Other carriers such as truck operators 
should not, of course, expect to receive the subsidy automatically as a 
matter of right but might qualify for it by Egat ne specific conditions. 
Truckers, for instance, might establish cligibility under the unified system 
of transportation control proposed by the Province on Ruben of compliance 
with rules and regulations laid down by the Canadian Transportation Authority 
and the inclusion of intor-provincial trucking within the jurisdiction of that 


Authority. 


While Saskatchewan considers the preservation of the railway system 
of Canada to be a fundamental national necessity it is not the intcntion of 
this Province to sanction railway monopoly or to prejudice the legitimate 
growth of the trucking industry or of any other medium of transportation. 
It is a basic assumption underlying Saskatchewan's recommendations, both for 
a unified pattern of transportation regulation and for a national transportation 
subsidy, thst the various transportation agencies should be treated on a 
comparable basis to the fullest extent permitted by their physical character- 
istics and within the linits of administrative feasibility. It is urged 
that with this principle fairly 2pplicd in administering regulatory procedures 
and in determining the application of subsidy, all branches of the trans-= 
portation industry should be able to compete successfully and provide the 
cheapest, most effective and most efficient transportation service to the 


people of Crnada, 


The Government of Saskatchewan submits that the adoption of a 


national transportation subsidy of the type reconmended by the Province 
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would mitigate the divisive effects of great distances and permit trans- 
portation again to fulfill its historic role as a unifying influence 


within the Canadian nation. 


All of which is respectfully submitted, 


Ata One | 


Premier of Saskatchewan. 


ee 


s? diweay £ Aves neommidabe ae p 


“A why hs A: - 


’ 


36 


ROYAL COMMISSION ON TRANSPORTATION 


SUMMING UP 


Or 


PROVINCE OF ALBERTA 


February 10, 1961 


Jods FRAWLEY, Q. C, 
140 Wellington Street, 
Ottawa, Ontario. 
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This summing up on behalf of the Province of Alberta will be 
divided for convenience into the matters which were the subject of the 
principal submissions made to the Commission on behalf of the Province. 


They are: 


= Long and Short Haul Discrimination. 


= Regulation of Maximum Rates and the Need for a New 


Concept of "Just and Reasonable" 


= Horizontal Percentage Increases © 
= Passenger Deficit 

= Cost Data 

= Highway Transport 


= Crow's Nest Grain Rates 
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LONG AND SHORT HAUL DISCRIMINATION 


Alberta's submissions are contained in the papers introduced into 
the record by Dr. James C, Nelson of Pullman, Washington and Dr. Hu Harries 
of Edmonton and entitled respectively SOME ECONOMIC EFFECTS OF 
LIMITATION OF LONG AND SHORT HAUL DISCRIMINATION ON THE 
INTERMOUNTAIN REGION OF THE UNITED STATES and LONG AND 
SHORT HAUL CISCTRIMIMATION, 

Dr. Nelson: 

Dr, Natean is Professor of Economics at Washington State Uni- 
versity and is a recognized authority in-the field of transportation economics, 
He presented to the Commission a very thorough Btudy of the effects on. the 
Intermountain area of the Fourth Section legislation in the United States. 

Section 4 of the Interstate Commerce Act reads as follows: 


"(1) It shall be unlawful for any common carrier subject 
to this part or part III to charge or receive any greater compen- 
sation in the aggregate for the transportation of passengers, or 
of like kind of property, for a shorter than for a longer distance 
over the same line or route in the same direction, the shorter 
being included within the longer distance, or to charge any 
greater compensation as a through rate than the aggregate of the 
intermediate rates subject to the provisions of this part or part 
III, but this shall not be construed as authorizing any common 
carrier within the terms of this part or part III to charge or 
receive as great compensation for a shorter as for a longer dis-~ 
tance: Provided, That upon application to the Commission and 
after investigation, such carrier, in special cases, may be 
authorized by the Commission to charge less for longer than for 
shorter distances for the transportation of passengers or property, 
and the Commission may from time to time prescribe the extent 
to which such designated carriers may be relieved from the 
operation of the foregoing provisions of this section, but in 
exercising the authority conferred upon it in this proviso, the 
Commission shall not permit the establishment of any charge to 
or from the move distant point that is not reasonably compensatory 
for the service performed; and no such authorization shall be 
granted on account of mercly potential water competition not 
actually in existence: Provided further, That any such carrier 
or carriers operating over a circuitous line or route may, sub- 
ject only to the standards of lawfulness set forth in other pro- 
visions of this part or part III and without further authorization, 
meet the charges of such carrier or carriers of the same type 
operating over a more direct line or route, to or from the com- 
petitive points, provided that rates so established over circuitous 
routes shall not be evidence on the issue of the compensatory 
character of rates involved in other proceedings: And provided 
further, That tariffs proposing rates subject to the provisions 
of this paragraph requiring Commission authorization may be 
filed when application is made to the Commission under the pro~ 
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visions hereof, and in the event such application is approved, the 

Commission shall permit such tariffs to become cffective upon 

one day's notice, 

(2) Wherever a carrier by railroad shall in competition 
with a water route or routes reduce the rates on the carriage of 
any species of freight to or from competitive points it shall not 
be permitted to increase such rates unless after hearing by the 
Commission it shall be found that such proposed increase rests 
upon changed conditions other than the elimination of water com- 
petition," 

Dr. Nelson carefully examined the legislative and regulatory his- 
tory of the Fourth Section parity of rates Rule and made a thorough inquiry 
among business concerns in the intermountain area to determine what the eco- 
nomic effects of the application of the Rule had been in the past, and the influence 
that it was exerting today, Dr. Nelson's evidence established that the long and 
short haul discrimination practiced widely by the American railroads on trans-~ 
continental traffic before 1918 did have a restrictive influence on the growth of 
wholesaling, retailing, i.e service industries and manufacturing at such inter- 
mountain locations as ee and Salt Lake City. The type of long and short 
hauj. discrimination practiced by the American railroads before 1918 is identi- 
cal to the long and short haul discrimination now practiced at Calgary and 
Edmonton by the Canadian railways, Dr. Nelson's study showed that after 
the Fourth Section Rule became law, and the railways were prohibited from 
charging more to an intermediate point than they charged to a terminal point, 
there was in the intermountain territory a resumption of growth in population 
and in the real volume of business activity at intermediate points, It is fur- 

- ther shown by the Nelson study that this upward growth in economic activity 
has continued ever since 1918 except during the depression of the thirties, 

Dr. Nelson concluded that the elimination of long and short haul 
discrimination has been conducive to the development of manufacturing in 
Spokane, Looking to the future, Dr. Nelson said that except to the extent 
that Western industry in the United States can depend on expanding Western 
markets, Spokane and other similarly located intermountain cities will 


continue to benefit from the established policy of rail rate parity with coastal 


cities on transcontinental shipments, 
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Dr. Nelson made onc other very important point in his analysis. 
He stated as a matter of general and accepted principle that since incremen-~ 
tal rail transport costs are lower in the short hauls than on the longer hauls 
of which the short hauls are a part, the parity relationship that is required 
in the United States conforms to the economic requirements of allocative 
efficiency both in railway pricing and in the location of industry and commerce, 

It is Alberta's submission that it must be apparent to the Com-~ 
mission that the experience in the United States demonstrates clearly and 
conclusively that on general economic principles and on the specific grounds 
of commercial common sense, long and short haul discrimination as it is 
presently practiced in Tanada against Alberta is a very serious detriment 
and an obvious anomaly that should be removed. 

Dr. Harries 

The effect »€ Long and Short Haul discrimination upon Alberta 
are set out in the submission put in evidence by Dr. Hu Harries, Dean of 
the Faculty of Commerce, University of Alberta. 

Presented on behalf of the Province of Albertaand the many 
shippers and receivers of railway freight in Alberta who are discriminated 
against by the absence of a rule governing long and short haul discrimination 
in Canada, Dr. Harries! brief showed the deleterious economic and com- 
mercial effects of long and short haul discrimination. The brief points out 
that after many, many years the Province of Alberta was successful in ob- 
taining statutory Getieg from this discrimination by virtue of the passage by 
Parliament of Section 337 of the Railway Act, following the recommendation 
of the Royal Commission on Transportation, 1951, A subsequent Royal 
Commission solely because of the apparent revenuc needs of the rail- 
ways at that time, negated the application of the One and One-Third | 
Rule by permitting Agreed Charges to remain outside the application of 
the Rule. 

Table lin Dr. Harries! bricf, reproduced in the Transcript 


at vol. 97, page 16441 illustrates the nature of this rate disability. The 
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statement shows that there remain many instances in which the rate to Alberta 
is 25% to 75% higher than the rate to the Pacific Coast from Eastern Canadian 
origins. As the brief shows, there may have been some reasons for permitting 
this sort of thing in early years but equity and economics both require that this 
anomaly be no longer endured, 

The Commission is urged to examine the anomalous situation 
created as a result of the refusal of the second Turgeon Commission to recom- 
mend that the One and One-Third Rule apply to Agreed Charges as well as to 
rates made to meet competition and published as such in the tariffs, An 
Agreed Charge is a competitive rate in the full sense of the word, The in- 
justice of long and short haul discrimination in the transcontinental rate structure 
which the first Turgeon Comrnission recognized and for which it proposed the 
partial relief contained in the One and One-Third Rule, is equally present in 
Agreed Charges and is equilly deserving of relief, To illustrate: there is an 
_ Agreed Charge on anti-knock motor fuel compound (Ethyl fluid) of $2.67 from 
Sarnia to refineries at Vancouver, The rate to Alberta refineries at Edmonton 
and Calgary is $4,02 and $4.12 respectively. This discrimination must be 
suffered simply and only because of the conflict between section 32 of the 
Transport Act and section 337 of the Railway Act. If the Vancouver rate of 
$2.67 were published as a competitive rate rather than as an Agreed Charge, 
the rate to Calgary and Edmonton would be $3,56 i.e. $2.67 plus one-third, 

To permit the railway to assess an additional charge of $1,45 to Calgary and 
$1.35 to Edmonton for no better reason than that a different tariff procedure 
has been taken is completely indefensible, 

The Canadian National Railways went to the length of asking the 
Commission to recommend the repeal of section 337 of the Railway Act and 
of the One and One-Third Rule on the grounds that the Rule "removes 
managerial discretion", Alberta urges the Commission in the strongest 
possible way to reject the Canadian National request, The existence of long 
and short haul discrimination is a matter of serious concern to the people of 


Alberta. It was with shocked disappointment that the shippers and receivers 
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of transcontinental traffic in our province learned of the refusal of the second 
Turgeon Commission to recommend an amendment to the legislation which 
merely would have restored the intent of the recommendation of the 1951 
Commission, 

No case has been made out for the repeal of the Cne and One- 
Third Rule. It is a rather startling suggestion that there should be "rnanagerial 
discretion" to impose a rate of $4,12 frorn Sarnia to Calgary and a rate of 
$4.02 to Edmonton on such an important commodity as gasoline anti-knock 
compound while at the same time publishing a rate of $2.67 to Vancouver, On 
the contrary, Alberta submits that in the light of the review and analysis made 
by Dr. Harrics the Commission should recommend that long and short haul 
discrimination in the transcontinental freight rate structure be removed —as 
it was removed 30 years ago in the United States — or at least be restricted 
by the application of the One and One~-Third Rule to all types of transcon- 
tinental competitive hauls whether by Agreed Charges or competitive rates 
published as such. 

The railways! argument against giving Alberta relief from long 
and short haul discrimination is purely and simply a revenue argument. The 
railways are only able to show that under some circumstances removal of 
long and short haul discrimination might cause them some loss in revenue, 

As he Alberta brief points out, this kind of consideration has never been 
accepted by regulatory tribunals as a reason for permitting discrimination, 
Long and short haul discrimination is wrong in principle, malicious in practice 
and without foundation in theory, This Commission should, therefore, eacne 
mend its abolition and recommend in its place an outright prohibition against 
charging more to an intermediate point than is charged to a more distant 

point except in the obvious cases of railway circuity. 

In conclusion, the attention of the Commission is called to the 
bricf of the Edmonton Chamber of Commerce urging the abolition of long and 


short haul discrimination from the transcontinental rate structure, 
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THE REGULATION 


Or 


MAXIMUM RATES 


AND 


THE NEED FOR A NEW CONCEPT OF 


"JUST AND REASONABLE" 


RATES 


REGULATION OF MAXIMUM RATES 


It is the submission of the Province of Alberta that the twin 
matters of Regulation of Maximum Rates and the need for a new concept of 
"Just and Reasonable Rates" transcend in importance all other matters re- 
ferred to the Commission for investigation and report. 

For years and indeed to the present time, the railways have 
sought to defend high rates by resort to the allegation that the impugned rates 
were ''just and reasonable", A high rate for a particular movement was said 
to be just and even because the rate on some allegedly comparable com- 
modity carried for the same distance was just and reasonable. These latter 
rates were just and reasonable, the railways said, because they had the 
approval, actual or tacit, of the Board of Transport Commissioners, In 
other words, so it was said, all the rates in the rate structure are just and 
reasonable unless and until they have been disallowed as unjust and unreason- 
able, 

The inequalities arising out of rates justified by such circularity 
of reasoning demand relief and the Commission's broad Terms of Reference 
afford an excellent occasion to attack and solve the problem, 

Alberta relies upon the evidence given by three witnesses: the 
general statement of Dr. Ernest W, Williams, Jr., Professor of Transportation, 
Graduate School of Business, Columbia University, New yess and upon the 
more particular statements of Dr. Merrill J. Roberts, Professor of Eco- 
nomics, University of Pittsburgh(@) and Dr, Hu Harries, Dean of the Faculty 
of Commerce, University of Alberta!) 

I propose to discuss in some detail these allied questions of 
maximum rate regulation and the "just and reasonable" concept. An examina- 


tion of the historical background and of the economic principles involved will 


(1) Transcript, volumes 101, 102, 103. 
(2) Transcript, volumes 103, 104. 
(3) Transcript, volumes 97, 98. 
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serve to make more understandable the recommendations we have placed be- 
fore the Commission, 

Canada is a country of vast territorial expanse which, for political 
and other reasons, built a railway mileage large in proportion to her population 
and her developed economic wealth, The desire for competition, moreover, 
led to considerable near-duplication of main and even of some branch networks, 
In consequence, traffic density was and has remained low even in comparison 
with the United States where, according to Dr. Williams, experts judge that 
from 60,000 to 70,000 miles out of 220,000 miles are now excess, In further 
consequence,thc railways have always worked below the capacity inherent in 
their permanent way and structures. Since they are by nature a decreasing 
cost industry whenever operating at less than capacity, an increase in volume 
toward that capacity would result in lower unit costs, 

Recognition of these facts in Canada and in most parts of the 
world led to rate discrimination as a means of increasing traffic volume, 
loading the rails better, reducing units costs and generally stimulating eco- 
nomic development. Rates based upon average costs of a railway which was 
working well below capacity would attract only a limited volume of traffic, 
generally traffic of high value capable of standing high tolls. If volume were 
to be achieved, lower tolls must be employed to encourage the movement of 
commodities which were less able to bear transportation charges. Since 
such traffic would be added volume, it would increase the aggregate cost 
by less than the added volurne times previous average unit costs. Hence, 
lower rates could be made which, if successful in generating volume, would 
improve net income. And as kinds of traffic movement could be distinguished, 
it was not necessary for existing rates to be reduced, Discrimination was 
in order. 

But, as Dr. Roberts pointed out, the economic justification 
for discrimination arises from the lower unit costs anticipated from better 
loading of the plant in a decreasing cost industry. Without discrimination 


only traffic capable of bearing average costs of an under-utilized railway 
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would be able to move, With downward discrimination additional traffic could 
be caused to move at a profit to the railway and without damage to the shippers 
of traffic capable of bearing the carlier cqual rates, because these latter 
shippers would continue to bear those rates and no more, They would have 

the hope, moreover, that reduced unit costs from increased volume would 
ultimately permit a reduction in their rates as well, 

Upward discrimination has an entirely different effect and is 
without warrant in economics or equity. It results when some traffic is 
charged higher rates than the level of cqual rates which would attract a sus- 
taining volume to the railway. It results, thus, in higher charges for some 
traffic than if no discriminiation were allowed and in a subsidy by this selected 
traffic of some other traffic taken by the railways at less than the direct cost 
of handling it. Discrimination is gencrally frowned upon in economics be- 
cause of the fact that it produces a misallocation of resources, unnaturally 
encouraging the favored activities and discouraging those disfavored. Itis 
recognized as having public advantage only in certain limited cases, of which 
the principal one is that of minimum necessary capital plant whose capacity 
exceeds demand at equal rates in a decreasing cost industry. But even here 
limits to the scope of discrimination are required so that the dislocations 
which result will not exceed the advantages from reduced unit costs arising 
from utilization of plant closer to its optimum capacity. 

The pressure of over-capacity in the face of the opportunity to 
discriminate led the railways to the classification of freight, a process which 
was refined and embellished over the years. In addition, low-grade com- 
modities and heavy volume movements were accorded commodity rates which 
removed them from the classification structure and, on occasion, extended 
the range of discrimination practiced, Early rate-making policy frequently 
differentiated the levels of rates with some regard to differing regional con- 
ditions and as between main and branch lines in recognition of differences in 
cost levels, Public policy has forced upon railways much additional dis- 


crimination which they would not have resorted to were they left to govern 
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rate making purely in their own interests, Thus, mileage scales often have 
been applicd uniformly over large areas, equally to light traffic branch lines 
having high unit costs and to heavy traffic main lines where low unit costs 
can be achieved, Thus, some traffic is called upon to subsidize other traffic. 
Further, the pressure to furnish service beyond that which traffic will support 
has often been most severe in respect of light traffic routes, 

In general description of the philosophy of regulated common 
carriage Dr. Williams quoted as follows from the United States Department 
of Commerce, Rationale of Federal Transportation Policy, April 1960: 


"There are a number of aspects of that philosophy 
which seem to have escaped general understanding. Railroads 
had, along with their associated express companies, become 
common carriers of virtually all commodities known to com- 
merce, in the absence of any suitable substitute services until 
the twenties, The public had, apart from local cartage and 
urban transit and a few specialized bulk water carrier services, 
become almost wholly dependent upon the railroad system for 
its transport tion requirements, It was both natural and 
appropriate that there should be placed upon the rail carriers 
the obligation to serve all without discrimination and to do so 
at reasonable and not unjustly discriminatory rates, Both the 
railroads in the development of their own policies and the 
regulatory authorities in accepting and further embellishing 
those policies, treated the railroads so far as possible as 
unified systems within broad territories catering to the entire 
consist of traffic generated by the economy. 


"Under the circumstances, so long as the rate level 
was maintained high enough to permit the carning power needed 
to keep railroads abreast of the needs of the traffic, great 
latitude could be used in fixing rates for particular hauls and 
particular classes of traffic, The costs of handling particular 
traffic could be and were ignored in considerable degree and, 
under the conditions, little effort was made to ascertain the 
costs for particular hauls or services. Measures of operating 
efficiency which were independent of revenues were used to 
control operations. And the method of comparison served to 
enable rates for particular traffic movements to be brought 
into what appeared to be an equitable relationship to the re- 
mainder of the structure of rates, Thus, the making and 
regulation of rates took on the characteristics of an art, and 
the principles which were applied were more nearly those of 
equity than of economics," 


Maintenance of this systern required that all types of traffic 
conditions be embraced within a single system which the public was required 
to use for virtually all its transport requirements — the light density 


irregular and low-rated flows along with the high density, regular and 
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high-rated movements, The development of non-rail competitive forms of 
transport and of the opportunity of the shipper to transport for hirss elf have 
destroyed this cssential condition in very consiccrable part, 

Competitive forms of transport do not attack the structure of 
rail traffic across the board, but rather in a highly selective manner, Each 
form of transport has a different economic structure, a different set of cost 
functions and a different range of service capabilities, Hence. each seeks out 
those areas of rail traffic where, at traditional rates, a profit is to be made 
by attracting the business away from the rails. All.too often this turns out 
to be high-volume, high-rated traffic on which the railways had hitherto relied 
for major contributions to their overhead and protit, The less desirable and 
the losing rail traffic is seldom touched except in those limited circumstances 
where the newer form of transport has a real economic advantage, Rail 
carriers operating under a traditional rate structure, modified to be sure by 
an increasing range of competitive rates, require more than mere volume of 
traffic. They require also a composition of traffic, a "product mix!!, which 
includes enough traffic moving at profitable rates to overcome the losses en- 
countered upon other business which they are forced to carry upon unremunera- 
tive terme, 

The condition to which they have been reduced is one in which 
sizable, and perhaps for some period growing, passenger deficits, losses 
upon certain less-carload and certain carload commodities and other burdens 
have had to be vane by the profits realized from such carload freight as re- 
mains profitable. But this latter is the area of traffic which has been sub- 
jected to heavy attack by competitors, Under the pressure of post-war in- 
flation with resulting near disappearance of net revenues railways have felt 
compelled to seek general rate increases. Such increases tend to extend 
the range of profitable traffic which competitors can penetrate and would 
appear to represent, for the long run, a sclf-defeating process, 

The railway retains an economic advantage in respect of a wide 


range of traffic and by reason of its comprehensive ability to meet a broader 
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range of traffic requirements than any other form of transport. It must re- 
main the backbone of the transport system especially in a country of great 
distances where long overland hauls of a wide variety of goods are necessary. 
But the railway problem is not a simple one and appears to require a multi- 
plicity of approaches for its ultimate solution, Sorne of the elements are: 

1) A strong effort to reduce the light traffic mileage and near- 
duplicate mileage so that available traffic can be handled upon 
a more compact system at more favorable unit costs, 

2) A strong effort to reduce the passenger service deficit, 

3) Careful attention to such other deficit areas, particularly in the 
freight service, as may exist especially if and where it appears 
that rail carriers, because of the nature of their rate structure, 
are handling at a loss traffic which adventagcously could be 
handled by auother form of transport, 

4) Revision of the rate structure to recognize fully that the value 
of service by rail is increasingly set by the cost of performing 
service in some other way, with a view to making the rates 
upon desirable traffic as proof as possible against competition, 
actual or potential, in all instances where the rails appear to 


have an economic advantage over other forms of transport, 


All of these adjustments will require time, for not only the 
mzans must be found but public acceptance secured. While the process is 
underway the question arises: upon whom should the burden of adjustment 
fall and upon whom should fall the costs of the tirse lag in effecting the ad- 
justment? The course of post-war events in the United States was described 
by Dr. Williams, in admittedly simplified terms, as follows at page 16969 of 
volume 101: 

"Substantial, and until the last few years, growing 
passenger service deficits, a growing less carload deficit, 

and the whole burden of generating necessary railroad net 


income are placed upon the carload shippers of freight. 
Within this last group, deficit traffic is to be found in every 
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major commodity group, These deficits also must be borne by 
the shippers of such carload traffic as remains profitable. Within 
this last group — traffic in carloads that remains profitable —a 
growing portion for which competition is active with other forms 
of transport is becoming steadily less capable of bearing these 
increasing burdens of deficits in other areas, Hence they fall 
with accentuated force upon the shippers of traffic which is still 
rail bound — generally long-haul traffic except of the highest 
classes, intermediate grade non-bulk traffic which is not yet 
attractive to trucks and low-grade bulk commodities where a 
substitute water or pipeline transportation is not available, "' 


The same general course of events is all too familiar in Canada. 
Yet the shippers of rail-bound traffic are not uniquely responsible for the 
adverse events which have assailed the railways. Indeed it is questionable 
whether they have made any significant contribution to these events — 
whether, indeed, they, even more than the railways: have not been victims, 
As Dr, Williams put it at page 16970 of volume 1011: 


"Under traditional common carrier and public utility 
approaches it would appear that shippers who are called upon 
to bear such 2 shift of burden are entitled to relief. They are, 
of course, entitled in cither country to complain about the 
reasonableness and lawfulness otherwise of any rate which they 
are called upon to pay. But this avenue is likely to afford 
scant cornfort. For we have never had any practicable abstract 
tests of the reasonableness of rates. Nor, if the value of the 
service be said to measure the upper limit of reasonableness, 
have we ever had abstract tests of value of service which did 
HOC ANVOLVS UP At CUrCUlar Tea sSOnIne in, nk yale. % 


e o oo ° 


"Instead we pursued a practical method which certainly, 
at one time, could be justified as roughly equitable. We could 
judge the reasonablencss of aggregate rail income by reference 
to a revenue requirement or return on investment formula. 

We could thus resort to comprehensible standards for determin- 
ing whether rates as a whole were unreasonably high or un- 
reasonably low. 


"It has not been a problem which troubles us in the 
United States in a good many decades because we have not had 
railroad earning power that hauls on a level that would be 
judged by two standards prior to public utility as being un- 
reasonably high so we have not had to contend with it very much. 


"Given a reasonable aggregate level of income it was 
possible to judge the individual rates by which that income was 
produced in relative terms and to seek an equitable apportion- 
ment among classes of traffic and varieties of hauls, Classifi- 
cation standards and distance relationships could be brought 
to bear in establishing equitable relationships among rates. 
Given a structure that in general was judged reasonable and 
subject to the further test that no rates within that structure 
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sheuld be so low as to cast a burden upon other traffic, any rate 
could be tested to ascertain whether it fell outside the pattern, 
This was done by the method of rate comparisons, In effect the 
relative reasonableness of a rate was tested by comparing it 


with rates 1 the same or like commodities for similar lengths 
of haul, 


"Competitively compelled rates were always held to be 
rates which cannot be offered with persuasiveness in comparisons 
designed to test the maximum level of lawfulness for a rate. Nor 
would I argue for any other rule, So long as the competitively 
compelled rate was very much the exception and the great bulk 
of all rates were at or near the supposed maximum of reasonable - 
ness the rule worked well, The condition upon which the logic 
of the method depended, however, appears to have undergone a 
rapid rate ot destruction. For competitively compelled and 
statutory rates within Canada appear to have become more 
nearly the rule than the exception. This conclusion is strongly 
suggested by the data set forth in the December 27, 1957, 
Judgment of the Board of Transport Commissioners File No. 
49269, atp. 28, As appears from the Board's Annual Report 
for 1959, p.34, this shows a growth in proportion of total 
revenucs on carload traffic (as derived from sample waybill 
analysis) for the three categories of traffic at statutory grain 
rates, traffic at competitive rates and traffic at agreed charges 
from 23,6 per cent in 1949 to 42.5 per cent in 1956, 47.4 per 
cent in 1958. In 1959 the percentage was 51.7, This percentage 
can be calculated from Table I, page 3, Waybill Analysis, 1959, 
Board of Transport Commissioners, 


"Indeed these data break down as follows: 


1949 1956" 1958 . 7L959 


at standard rates Ue OS TP ROS 8,6 
at competitive rates Qu ie em co's he retin 
at agreed charges Loa? NLOROe LST Seo 


Thus the increases in percentage of revenues chargeable to 
traffic not moving at rates useful in comparisons designed to 
test the maximum of reasonableness has been in the competitive 
rates and agreed charges, 


"Undoubtedly some rates in other categories would also 
be unavailable as valid components in rate comparisons, The 
pattern from which departures may be measured by the method 
ef comparisons thus seems to have become stcadily less com- 
prehensive, To the extent it has done so, the logic underlying 
the tvaditional test has become attenuated, Further development 
in this direction will of course worsen the situation. As traffic 
moving under non-statutory and non-competitive rates continues 
to decline and as the pressures noted force these rates upward 
in comparison with the total body of rates, the traditional 
standard affords no check. Apparently individual rates could 
continue upward within the pattern until they dricd up or diverted 
glitratiic," 


The development and application of an alternate test of maximum 


reasonableness admittedly presents difficulty. But mere difficulty ought not 
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to be a bar to equity for the shippers concerned, nor is some degree of rough- 
ness in approach avoidable in matters so complex. 

Dr. Roberts demonstrated that, from the cost and waybill data 
available, a reasonable estimate could be made of the level of equal rates 
i.e. rates non-discriminatory in the cconomic sense that would meet the 
revenue requirements of the railways, This involves a simultaneous estimate 
of traffic volume that would be generated at equal rates and of the correspond- 
ing level of rates which would mcet the revenue requirements of the railways. 
The indications are strong that the system could be maintained at equal rates. 
However, Alberta does not argue for the application of such a system, but 
only that the Board of Transport Commissioners should use this method of 
determining an upper limit upon rates which is sound in economic precept and 
which Raa afford relief against excessive tolls which present regulatory 
practices do not. 

Dr, Harries presented another and more simple way of getting 
at much the same result — a result which corresponds closely to that ob- 
tained by Dr. Roberts, 

The Board of Transport Commissioners could, with the informa- 
tion actually or prospectively available to it, perform a much more sophisti- 
cated analysis along these lines and provide a standard which avoids the 
circularity and other deficiencies of the present method of rate comparisons, 

Before proceeding to a more detailed discussion of the proposals 
made by Dr. Roberts and Dr, Harries, I would at this point draw the Com- 
mission's attention to the following statement of Dr, Williams at pages 16980 
to 16982 of vol, 101: 

"In the face of present competitive complexities it 
would appear that carriers ought to be allowed great freedom 

in the making of rates. They appear to enjoy greater latitude 

in Canada than has been true in the United States, Ina basic 

public service industry, however, the public is entitled to 

expect certain things: 

"“(a) That carriers will put in force or continue in force no 
rates which lie below the appropriate cost. Where 


traffic can be retained against competition only at below 
cost levels, such traffic ought to be shed, For it not only 
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burdens other rail traffic, but by cncouraging the movement 
of traffic by a mcthod of transport which is less economicdl 
than some other, it burdens the economy as a whole. Many 
commodity classes within the United States include significant 
volumes of traffic which appear to be moving at below cost 
levels, In some instances this has resulted from the applica- 
tion of regulation, In other instances it is the result of con- 
tinuance of precompetitive price practices, In yet others it 
results from a shift in the cost function, c.g. the increase 
in terminal costs in relation to line haul, over a period of 
time which has not been recognized in the rate structure. 
Railroads will not, except in the short run and for purposes 
of destroying competition, ordinarily make rates which they 
believe lie below the cost of service. But rates established 
close to the level of cost may be allowed, in the absence of 
continuing review, to fall below a changing cost structure 

or to fall below the level which changing competitive cir- 
cumstances require. Where the question is to shed existing 
traffic which is believed to be handled at less than cost, the 
relevant measure of cost is, of course, the saving in cost 
which would be realized if the particular traffic ceased to 
move by rail. 


"(b) That catriers will, in competitive rate making, fix rates 
not only above the relevant marginal cost but also at that 
level abv ve cost which will maximize the contribution to 
burden from the traffic in the light of the competitive cir- 
cumstances, This would be anticipated of carriers in their 
own interest, quite without public intervention. It is note- 
worthy, however, that carriers in the United States have 
not yet equipped themselves adequately in market research 
and in the study of the cost and service characteristics of 
competitive transportation, so that it appears they are fre- 
quently misled, or that they allow rates to become lower 
than competition requires by default of continuing re- 
examination, no regular processes for such re-examination 
having been established, 


"(c) That carriers will, in every instance where they have a 
cost advantage over competitors, reflect the advantage in 
the rates so as to maximize contribution, 


"(d) That carriers will, even where forceful competition does 
not now exist, examine their rate structure carefully to 
remove any incentive to the growth of competitive service 
which is not capable of being made more economical than 
rail service. 


"(e) That a test of the maximum reasonable level of rates be 
devised and applied as an alternative to the increasingly 
unserviceable traditional tests, which while expedient at 
an earlier time, now fail to comport with the economic 
test upon which the justification for discrimination is based,"' 

That there has been in Canada no attempt to impose limits upon 
maximum rates hac been due to two causes, chiefly. First, there has been 


an unchallenged acceptance of discrimination in the rate structure, a phenome- 


non variously described but in Canada generally known as the dominance of the 


se Pg 


bscompalne ne tho 
bade’ ala’ fa a ete =: 
ty j ‘pe v8 OMe a vil SBR 
tals wiht neat iii abe 
“eragogy? bs! a a mh * etl ser 
7 rie 1 Pere ba rho — 
Dados lt Bs de, pdhardola ahve 
( ‘od ‘theo tobi pt 
red do dee chs 
+ Lip Wf nce sj 
099 LivoviRab to. i 
vol och wht avedDsd. an 
be} wval ey Ol orale” ap 
Yuk Se eimmn th 
Utes 28) 0 ee 
(oe Pe 
tifa: aude $e peta’ ie 7 
af Yond antl Waa 
q ? 


ne teavele ye 


va 
2 
Pil! 
. 


reer 


vheow aaalye 
is Z se a's 2 - 


baa tari 
N Aa JO) 
vd [eva 
set's his 
AST 
re, 
yHiltow. 
lwy Jon 


‘Hows wak, tial) 6939/4 Saistty ret P: 
‘4 ‘ é s q tj 
- ee cs t : , ,* a 
q i apenas: avay wt ia Ce sdyeat ibe ety vake lod i 
: ie. ay oS aa Wy 
: : Poa ben fo: vey 


» a 


106 


value of service principle and sometimes referred to as cross-subsidization. 
As it often has been put: "the boots and shoes must carry the sand and 
gravel", Secondly, there has been a traditional reliance both by the railways 
and by the regulatory board upon the traditional "just and reasonable" concept. 

Before this Royal Commission Alberta's submission has attacked 
both of the foregoing concepts. We have put forward the view that there has 
been excessive discrimination in the rate structure and that, while a certain 
degree is inevitable, excessive discrimination must be eliminated. We have 
also put forward the view that the traditional concept of justness and reasonable- 
ness is no longer valid, and that today external tests of reasonableness must 
be found and applied. 

Dr. Williams put Alberta's position concisely at p, 16982, vol. 
101 in summing up his appreciation of the Canadian freight rate structure 
and its ills. A test of the -naximum reasonable level of rates must be devised 
and applied, he sina, as an alternative to the increasingly unserviceable 
traditional tests which while expedient at an earlier time now fail to comport 
with the economic test upon which the justification for discrimination is based, 

The problem of the regulation of maximum rates is the core of 
the statement made by the acting Prime Minister in November 1958 at the 
time the decision was reached that the distortions in the rate structure again 
required examination. It is obvious that the unjust manner in which the 17% 
rate increase had to be applied — 75% of it from 32% of the See revenue — 
was the motivating force in the dual action taken by the federal cabinet: 
(1) appropriation of $20,000,000. for the alleviation of, and only of, the non- 
competitive traffic i.e, the captive traffic and (2) the intrusting to this Com- 
mission the task of finding a solution to the basic problem in our rate struc- 
ture namely, the disproportionate contributions to the carriers! overhead 
made by the various segments of the traffic structure, 

Because this question is the root of the matter and is what — 
more than anything else — brought this Commission into being, Alberta is 


confident that the whole, broad question of discrimination and particularly 
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excessive discrimination will receive the searching attention of the Com- 
missioners, 

In support of the general statement of Dr. Williams, Alberta 
presented Dr, Harries and Dr, Roberts to discuss this question, I should 
like now briefly to summarize the evidence of each of these witnesses, 

Dr. Harries 

Dr. Harries draws upon his wide experience in transportation 
in Canada and attacks the problem of discriminatory pricing. He complains 
of the absence of external or objective pricing tests (vol. 97, page 16513) and 
points out that in the non-competitive area the rate level is determined by 
the application of an earnings formula which arbitrarily assigns to each type 
of rate a proportion of the overhead or, more technically described, a pro- 
portion of the constant costs, In Dr. Harries! words at page 16512 of vol. 97: 

"As ccmpetition asserts itself with greater force in all 
parts of the transportation economy the non-competitive sector 


assumes an ever increasing proportion of total overhead," 
(emphasis supplied) 


It is to that problem that Dr. Harries gives his attention and at 
page 16525 he poses the question: 

"What can take the place of competition in determining the 
price of transportation services in the non-competitive sector 
of the transportation economy ?" 

Current pricing policies must be amended to reflect today's 
changed and changing circumstances. In the competitive rate sector of the 
structure, competition can and indeed has taken the place of regulation in 
controlling rates. The non-competitive sector still needs protection but it 
is precisely that sector which under today's circumstances does not receive 
it. The pretended protection is the "just and reasonable" concept, the rate- 
making and rate-controlling mechanism which in the last revenue case before 
the Transport Board compelled 32% of the traffic revenue to bear 75% of the 
rate increase needed to provide the railways with funds to mect the bare 
out-of-pocket expense of a wage increase! 


It is Alberta's submission that such lack of protection in the 
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non-compctitive sector of the rate structure crics out for remedy. Dr. Harries 
has proposed a remedy. Basically, Dr. Harrics proposes that because com- 
petition will assure just and reasonable rates where competition exists, then 
where competition does not exist the rates should be related to those applying 
in the face of competition, In simple self interest, the carriers will not set 
even 
rates,/competitive rates, below variable costs. The upper limit — the maxi- 
mum — for non-competitive rates can be determined by resort to a simple 
formula, which Dr. Harries feels is best made effective by prescription of 
statute. The Harries formula for determining maximum rates is essentially 
a cost plus formula. Competitive rates always return variable costs plus 
some portion of constant costs, often called some contribution to overhead. 
Accordingly, Dr. Harries advocates that the upper limit of rates for a given 
traffic be fixed at the lowest competitive or other rate published for the same 
or similar traffic plus 40%. The plus percentage selected by Dr. Harries 
is taken partly from the Ford K, Edwards memorandum (vol, 19) which 
showed Canadian Pacific constant costs on export grain ranging from 15% to 
25% of total costs i,e. variable costs plus constant costs. Partly also the 
Harries percentage of 40% was taken from "other studies" which have shown 
that on an overall basis constant costs may be as high as 50% of variable 
Gosta, (vol, 97, p. 16527) 

Dr. Harries is at pains to point out (p. 16527) that the arbitrary 
40% he selected must be 

"subject to a rigorous statistical test by... this Commission 

or the Board of Transport Commissioners to make certain 

that it represents a reasonable maximum in line with actual 

cost experience," 

A further reference to Dr. Harries! evidence makes clear the 
essential characteristics of the formula he proposes, At page 16528 of vol. 
97 he says: 

"Rates in arcas where the alternate means of transport to 

railway transport were non-existent or poorly developed 

would be set by the railway at what the railway decmed 


satisfactory levels subject to the provision that the rates be 
not higher than 40 per cent above the rates for the same or 
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Similar products in any other area. Such a system of rate 
making would be essentially cost oriented but would not deny 
the value of service principle as one factor in rate dctermina- 
tion, The pure monopoly clement in railway pricing would 
disappear as in fact it has largely disappeared today." 

The Harries brief suggests that there must be a new approach 
to transportation pricing. In effect, it says that freedom must be granted the 
carriers to establish their own rates except for some control over the 
monopolistic elements still remaining in the transportation system. It is 
proposed to control these monopolistic elements by using, as a standard of 
reasonableness, the actual rates freely negotiated between shippers and 
carriers operating in a competitive cconomy. Dr. Harries suggests that the 
alternative to the acceptance of this policy is a policy of rigorous control that 
can only have as its logical result the nationalization of transportation in 
Canada. He proposes that the railways be free to set freight rates at any 
level they wish provided that no rate on the same or similar commodity be 
higher than 140% of the lowest rate applicable for a haul anywhere in Canada, 

The proposals made in the Harries bricf are workable and 
economically sound, The practical operation of a system of maximum rates 
as proposed would not present any especially difficult problems. As has 
been indicated, most of the rates used by rail shippers would be determined 
as they are now determined namely, by a process of bargaining between the 


carrier and the shipper or a group of shippers. The result of these negotia- 


tions would establish the general competitive level of rates, 


Dr. Harries points out that with his proposed rate making 
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mechanism in effect, many of the functions that the Board of Transport Com- 
missioners exercises today in respect to the rate structure would disappear. 
The Board would have one major rate activity namely, determining the just- 
ness and reasonableness of a rate by reference to its relation to other rates 
freely established by the railways to move the samc or similar goods in 
Canada. The Board would act only on complaint and as is the case today with 
competitive and commodity rates, would not be requircd to approve rates 
ordinarily and routinely published by the railways. 

The use of "a competitive standard of reasonableness"! offers a 
practical solution for the elimination of regional discrimination in freight 
rates, The interests of carriers and shippers must surely be the prime 
concern of this Commission and it is submitted that these can be best served 
by the freedom contemplated in the Alberta proposal. 

I have discussed the Harries formula for the regulation of maxi- 
mum rates at some length so as to emphasize the invalidity of the Canadian 
Pacific criticism that the proposal was unsound because the formula was tied 
to the competitive rate structure. In my analysis of the Harries submission 
I have endeavored to show that actually and essentially, the formula is cost 
oriented just as is the proposal made by Dr, Roberts which I now propose to 
discuss, 

Dr. Roberts 

The social justification (as the transportation economists call 
it) for railway discrimination is that it induces larger output and lower 
average unit costs than would be achieved with uniform prices i.e. if there 
were no discrimination. But this system also occasions concomitant dis - 
advantages in the non-transport sectors of the economy; it divorces from 
associated costs the relative rates for services involving different com- 
modities and hauls and thus introduces inefficiencies in the use of resources, 
Discrimination must therefore be held within rational bounds, not only to 
prevent excessive and inequitable charges against some shippers, but also 


to limit the distortions it causes in the economy generally. With the 


ep ne A at 


ae 
law em sretenie to te ¥ 
4 ao aS ! 
pnt ay bars auto ‘wi 
Shs hf 
inet ody isieteotgh eben an cians a ws 


7 hoy a i Cay | 
nsgot tates of sobebod 441.4 Som satan ed als “a Yo, aponul Jace 
"y ' 7 Ma ay r ae PAs i 
ai dboaoy wilinihe 20 ann vhs overt: of evewtins ofa yd b 3 / 
’ osha “ies a y v5 
Hitw vchbet sedAo wl) at ne fas Inislgmeo a6 vino 196° “blow de 
- , WV: 
anit vosvage 99 bovlap et ed Jan bi Taihad ROTA? setbommas vane 
. 4 “4 . nm nis 
.eyewiler aft vd borat Eapey Wontivos b ' 
be yf ts Gubherde oveliiegqnms 2° Ie oon fe 
' ‘ : the fy aie 
ne oifes ty noisseienils off veh mole 
ia 
’ i E iMiS6 @2TSi ti 63 i6 elosieint od] 


ae é f ad Winotya ii bts aore aie eldd 


Ta) ; fy “ } 1] #2 62 (i Y) hia [ nosed if ae 
' tt 2 
fa aii 
“—) , af : P : , . ee 
+4 : iti f ; } mca ey RPOqQ rg fa eet) makonis al a 
y - : ay +. 
fii wl =. aebsies 816% pire * 
#4 eT 
jar? we i} Mme veobs e 
os Hig 
_ 2 y 
i td j ‘ 
a § 
g " 2 a JEPRII EE 
. a 
Ve r fires 4 bt ws 
on 
if set's iy 
a ” ” i ra fig / tH * ~oi5 8s 
Co 
aa 
; ? 
7 t \¢ < a é 4 - > 7 PP re ts J 7% “J ‘ “fi 


’ : - 7 “5 4 p on - - - ‘ 4 eo 
wer ~ EPEC a SET fovni a yI90 il 80i6% oviiate2 off as 


A j 
5 
va 
mT : _ ig 


‘ie eeocuoeee de ures ad! asain ih eppiboria sac Sri 
» . er) : - : mf re ae 
lonoites bhiiw Mod ea ad protons: Ses 


7. r* 


het thet s 7spicds gidal 
a i 
ary 


ee g t sete@ocmy id 


| ao 


characteristic circularity of the present comparative test of maximum rate 
limits, no real standard is provided since each high rate justifies another, 
Dr. Roberts argues that the establishment of rational limitations 
on discrimination requires the cmployment of an objective and external test 
that is not plagued with this circularity, Such a test is found in the basic 
rationale of discrimination which requires that all shippers, including those 
paying the high rates, bencfit along with the railways from this system. To 
satisfy this requirement all rates, including the high oncs, must be less than 
they would otherwise be. Accordingly, higher than average rates are un- 
justified if they exceed amounts dictated by the output and unit costs that 


would be associated with non-discriminatory rates. Under discrimination 


some rates are above average costs and others are well below. Ifa system 
of uniform prices is hypotheticated, the associated traffic volume would be 
less (since the low rate~ uniquely stimulate sales) and average cost would be 
higher than under Meith, Any rates above this hypothetical level of 
average costs are the ones to be singled out in the test proposed by Dr. 
Roberts. 

The traffic and revenue effects of a hypothetical system of uni- 
form rates — and therefore the measure of the rate ceiling ~— depends on 
the elasticity of demand for rail services and on the array of revenue-cost 
ratios for specific services or as it is called the pattern of burden distri- 
bution, The essential data for making these determinations are presently 
lacking in Canada, as Dr. Roberts discovered, A rough application of the 
test to the United States strongly suggests that rates for rather significant 
traffic volumes exceed the limits that would be imposed by the uniform 
pricing test. Despite lower traffic density and apparently higher propor- 
tions of fixed costs (hence a greater inflation in unit cost from a fall in output) 
it is unlikely that the legitimate range of discrimination is significantly 
greater in Canada than in the United States, Employing revenues per car 
mile adjusted for distance as a measure suggests rather extreme ranges of 


discrimination in Canada and the application of rates that would probably exceed 
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the limits imposed by the uniform pricing test, 

The evidence given by Dr, Roberts and the tables he used indi- 
cate that.there is no reason to expect in principle that the revenucs derived 
from "legitimate" discrimination (characterized by profit-maximizing rates 
below the indicated ceiling) will not fully support the rail system required by 
the economy. Covering the costs of any historic level of rail plant investrnent 
is not the relevant test of rates, Such cost coverage is a qualified goal which 
is not to be attained if it can only be attained with unreasonable exactions, If 
the revenues achieved by assessing only reasonable rates (i.e., those which 
do not violate the ceilings indicated by Dr. arenes provide inadequate support 
for present plant and services, the indicated answer for economic efficiency 
is contraction and the substitution of other means of transport where neces- 
sary. Dr. Roberts'view was that whether plant investment in excess of this 
level is to be maintained is a political and not an economic decision, If 
rational ceilings should dictate contraction and if this is politically unpalatable, 
then.in Dr, Roberts' opinion, subsidy support appears to represent the 
appropriate approach, Through this device the burden is placed on the general 
economy, which is presumably the beneficiary, and not on a limited group of 
shippers and consumers, 

Dr. Roberts concluded that the development of rational standards 
for limiting discrimination requires not only sound concepts but adequate data 
regarding burden distribution and market relationship. It is the responsi- 
bility of the regulatory body to develop both the sound concepts and the data 
reguired for their implementation. The cmpirical determinations are difficult 
at best, but the effort must be made if rail rates are to provide a stimulus 
rather than a barrier to balanced economic growth in Canada, 

Mr. Edsforth made some criticism of Dr, Roberts' evidence, 

In reply I would direct the attention of the Commission to pages 18147-8 of 
volume 109 where Mr. Edsforth dealt with Dr, Roberts! complaint that the 
traditional concept (and indeed the present day concept) of a just and reasonable 


rate lacked any external test and basically was a picce of circular reasoning. 
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At page 18147 Mr. Edsforth said under direct examination by Canadian Pacific 


counsel: 


"(3. Now, I come to the one other point in particular 
that I would like to deal with in regard to these submissions of 
Dr. Williams and Dr. Roberts and that has to do with the test 
of reasonableness of an individual rate. Now, first, Mr, 
Edsforth, how do you test the reasonableness of an individual 
rate in Canada today? 


"A, Well, first, by comparison with other rates on 
the samc commodity in order to maintain a reasonable relation- 
ship with other rates, 


"Q, Just right there, you have other things that you 
look at, but right there that was referred to by both Dr. 
Williams and Dr. Roberts as being, sumn narizing, really use- 
less because of this what they term circular reasoning. Do 
you remember that phrasing? 


"A, That is right, I remember that, By that I think 
they mean we just went around in a circle comparinp one rate 
with another and getting back to where we were, but that is not 
testing a rate in the way I had in mind, What I had in mind was 
to maintain a reasonable relationship so your structure will not 
get all out of balance. 


". And having done this test to maintain the relation- 
ship of rates within the structure do you do anything else? 


"A, Oh, yes, you certainly do, because a reasonable 
rate is one that must at least meet the variable cost of handling 
the traffic plus something more. Thatis, as a minimum, and 
above that it should be at a level which will enable the traffic 
to move freely and make the maximum net revenue contribution," 
Mr. Edsforth confirms what Alberta's consultants say as to 

circular reasoning. He seeks to maintain a reasonable relationship" to keep 
the rate structure in balance. As our witnesses put the same proposition: 
each high rate justifies another, Mr. Edsforth then emphasized our reliance 
upon the absence of any external test of a high rate when he explains at p. 
18148 that his tests are that the ''rcasonable" rate (1) must meet variable 
cost plus somcthing more and (2) will enable the traffic to move freely and 


(3) will make the maximum net revenue contribution, At page 19638 of vol, 


118 under cross examination Mr, Edsforth says: 


’ 


"NO. I put it to you another way. Both rates, you say 


both rates — that is, what we might call the suspect rate and 
the ratc being used for coraparison — both rates are reason- 
able, according to your test, so long as they are reasonably 


related? 
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"A. No, I said — that is only part of it, I think in 

my evidence, Mr, Frawley, I gave several things that were a 

proper test of reasonableness, JI said comparison of rates 

was one, but that is not the only one," 

Mr. Edsforth's enumeration of the tests which he would apply 
to determine reasonableness confirms the position Alberta has taken, Mr. 
Edsforth says that he would make sure that the rate suspected of being un- 
reasonable (a) was compensatory (b) did not impede the free flow of traffic 
(c) made the maximum contribution to net revenue, Sec p, 18147-8 vol, 109, 
But those tests are tests applicd to every rate, even competitive rates and 
agreed charges, The application of such tests is no answer to the charge 
that the just and reasonable concept essentially is circular reasoning and is 
invalid. To illustrate, the rate on farm machinery ree the, U5. border to 
Edmonton or the rate on motor fuel anti-knock compound from Sarnia to 
Calgary might very well satisfy the tests Mr. Edsforth speaks of, that is to 
say, they undoubtedly are compensatory, they make the maximum contribution 
to net revenue and they do not, having in mind the existing pattern of the 
Canadian economy, impede the free flow of farm machinery or anti-knock 
compound. But are they just and reasonable? No, because they contain 
excessive discrimination. The railway answer today is that they are just 
and reasonable because rates which show comparability of cormmodity value, 
loadability ctc. are in the same range. That, in Alberta's submission, is 
circularity of reasoning and must give place to tests more suited to the 
changed and changing conditions of the freight rate structure, In our sub- 
mission the search for new tests must lic in the direction of the views ex- 
pressed by Dr. Williams and the proposals put forward by Dr, Roberts and 
Dr, Harries. 

The Commission has bcen given two sound formulae to examine: 
the Roberts! formula — a maximum rate level determined as a percentage 
over 100 per cent of out-of-pocket cost, such cost to be determined by the 
regulatory body; and the Harries! formula ~— a maximum rate level sect at 


40 per cent (or some other percentage settled after Board cost studies) over 
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the lowest rate published anywhere in Canada to move the same traffic. 

I repeat that in Alberta's respectful view, the matter of the 
regulation of maximum rates is of prime importance in the deliberations of 
the Commission, A recommendation for the regulation of maximum rates 
along the lines we have proposed would carry a three-fold benefit: 

1, It would free the rate structure from the dominance of the 
value of service in rate making while allocating to that principle its proper 
place, 

2. It would remove excessive discrimination or cross- 
subsidization from the pricing mechanism, 

3. It would bring the concept of "the just and reasonable rate" 
into tune with today's rate structure and in the process would rid rate making 
of the circularity of reasoning which has characterized and indeed has become 


the essence of the "just and reasonable" concept. 
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HORIZONTAL PERCENTAGE INCREASES 


Upon no subject committed to the Commission for examination 
has there been such unanimity of opinion from the witnesses as was evident 
in the matter of the method of increasing freight rates by the horizontal 
percentage method. However, while virtually every Province and every 
organization appearing before the Commission voiced their opposition to 
horizontal percentage increases, only Manitoba and Alberta put forward any 
proposals offering specific alternatives to the present procedures, 

The aoeite of the railways was simple. It was expressed by 
Mr. Edsforth at page 18177 of vol. 109: 

"OY. Now, Mr. Edsforth, Beret er: have been put 
forward as an alternative to the horizontal percentage increase 
method that you have supported from that same box on other 
occasions ? 

a. “hat is right. 


"QO, Are you wedded to the horizontal percentage in- 
crease method? 


"A, Not at all, I certainly have not got a closed mind 
on it and if I could find a method that would do a better job 

then I would want to adopt it, but I have not seen any yet, and 

we have examined quite a few, that would do a job as well as 

the straight percentage increase, 

The laissez-faire attitude of the railways leaves a great deal to 
be desired in the face of the unanimous opposition to the present method of 
applying authorized rate increases and in the face of the clear direction from 
the Governor Gencral in Council upon the subject. 

Alberta submitted a proposal developed by Dr. Wallace Little 
of the University of Washington. The basis of the proposal was the undeniable 
fact that rate increases which result from increases in costs should truly 
reflect such cost increases, Horizontal percentage increases applied uni- 
formly on long haul rates and on short haul rates completely fail to reflect 
fairly and justly the cost increases which required the increases in rates, 

Dr. Little called attention to the fact that costs not related to 


length of haul, commonly referred to as terminal costs, have increased in 
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recent years much more rapidly than costs related to length of haul, commonly 
referred to as line haul costs} Volume 104, pp. 17451 and following. The 
witness quoted Interstate Commerce Commission published material which 
clearly demonstrated the validity of his premise. Alberta makes no apology 
for the use by its witness of ILC.C. cost data and respectfully reminds the 
Commission of our attempt — rejected by the Commission — to obtain from 
the railways Canadian cost data on terminal and line haul costs, It is our 
submission that the United States data used by Dr. Little safely can be 
accepted by the Commission when evaluating our proposed substitute pro- 
cedure for the discredited rate increase procedure now in use, 

If line haul costs have not increased as much as terminal costs, 
then, as Dr. Little observes, the application of a flat percentage rate in- 
crease places an undue cost burden on the long distance shipper. It fails to 
give to the long distance shipper the advantages of actual cost reductions. 

It forces the long distance or to subsidize the short distance shipper. 
Volume 105, p. 17464, Flat percentage changes tend to destroy the relation- 
ship between cost and rates, 

As an alternative to the horizontal percentage method of in- 
creasing rates, Dr, Little proposes what he describes as the Cost Based 
Rate Increase Formula, The formula provides a means of increasing rates 
in such & way as to accurately reflect separately computed increases in costs 
which are related to length of haul and, increases in costs which are not re- 
lated to length of haul. Before the formula can be used, there must have been 
a determination of cost increases — separately computed for line haul and 
terminal movement — by the Board of Transport Commissioners or by the 


railways on a basis prescribed by the Board. 


There is nothing startling about Dr. Little's proposal. It is 


essentially, as he said at Vol. 105, p. 17505 in answer to Commission 


counsel: 

"Q, Dr. Little, as I understand the situation, as you 
have explained here, the whole basis is that rate increases 
should be applied so as to have those rate increases properly 
reflect the incidence of cost increases in the terminal and 
line haul areas? 
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"A. That is right. 


The mechanics of the proposal can be briefly described as fol- 


Assume an application for an increase in freight rates is before 
the Board of Transport Commissioners. As information basic 
to the application, the railways would be required to file data 
computing the percentage increases in costs related to length 
of haul and in costs not related to length of haul, 

The separately computed costs related and not related to length 
of haul are then related percentage-wise as an increase ora 
decrease since the date of the last rate increase, 

For working purposes, to develop the operation of the formula 
(and because no cost data was made available to us) it is as- 
sumed for il’1strative purposes that terrninal costs have in- 
creased 10% aii line haul costs have increased 5%, 

Since terminal costs do not change with length of haul, it was 


assumed (again, because no cost data was available) that the 


_ rate of 62 cents prescribed by the Transport Board on March 


1, 1955 as the Class 100 rate for 1 - 20 miles is the terminal 
cost component of the Class 100 rate for each mileage block. 
It is emphasized that 62 cents is a purely assumed figure and 
that the use of the formula is in no way dependent upon the 
validity of the assumed 62 cents, 

Subtraction of 62 cents from the Class 100 rate for each 
mileage block gives the component of the Class 100 rate which 
may be regarded as the costs related to length of haul, For 
example, in the 21-25 mileage block, the Class 100 rate 
being 67 cents and the terminal cost being (assumed) 62 cents, 
the line haul costs are 67 less 62 or 5 cents, 

Upon the basic assumption that terminal costs have increased 


10% and line haul costs 5%, 62 conts is multiplied by 10% to 
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give .062 and 5 cents is multiplied by 5% to give .0025 or a total 
increase of .0645, This gives a new Class 100 rate of 67 + 
.0645 or .7345. Such an increase expressed percentagewise 
is 9.63%. 

7. Taking as an example the rate in.the 176-200 mile block and 
using the same arithmetic as above, the per cent of increase 
on the Class 100 rate is 6.69% or, say, 7%. 

8. We have now determined a percentage increase for each rate 
in the Class 100 hes in the manner indicated above, For 
example, the per cent increase to be applied to a Class 100 
rate of $2.05 is 7%; $4.25, 6%; $7.00, 5%, etc. 

hs We now have a percentage rate to apply generally to whatever 
rate, class or commodity, requires an increase, For example, 
if the rate i» question was a special commodity rate of $7.00, 


the percentage increase to be applied would be 5%. 


So much for the mechanics of the formula proposed by Dr, Little. 

Mr, Edsforth criticized Dr, Little's formula on the ground, 
that it was not realistic to take "a factor for terminals" (vol, 109, p. 18165) 
and apply it uniformly throughout the scale. However, Dr. Little em- 
phasized throughout his submission that the figure to be used in his for- 
mula must be the true terminal cost to be computed by the Transport Board 
or by the railways with Board approval, At vol, 105, p, 17493, Dr. Little 
says: 

"The basic underlying assumption of the formula is only that 

the terminal cost figures used should be the true terminal 

costs for 100 pounds of Class 100 freight." (Emphasis 

supplied.) 

The Commission's attention is drawn to the Interstate Com- 
merce Commission's RAIL CARLOAD COST SCALES BY TERRITORIES 
AS OF JANUARY 1, 1956 — Statement No. 5-56 — and particularly to page 


100 where there appears a statement separately showing costs unrelated to 


length of haul and costs related to length of haul for the movement of a 30 
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ton load for various mileages from 50 miles to 1,000 miles. The footnote 
to the statement says at p. 101: 
"The purpose of Appendix C is to indicate the relative impor- 
tance of the costs unrelated to distance to the total costs for 

Various lengtiia Of haulssecseccas™ 

It is obvious that the I,.C.C. Cost Finding Section has been able 
to satisfy itself that terminal and line haul costs can be adequately segregated, 
This constitutes an answer to much of Mr. Edsforth's criticism at Vol. 109, 
pp. 18164 to 18178. 

Speaking generally, it is Alberta's submission that in the Com- 
mission's determined effort to find an alternative for horizontal percentage 
increases, the Commission will first examine and evaluate the underlying 
concept of Dr. Little's proposal, namely, that rate increases should be cost- 
based, rather than determined, as now, by a method which merely compares 
required revenue with tc. 1 revenue and derives a percentage. If our pro- 
posal is sound in principle, yaa the cost finding job of accurately segregating 
costs related and not related to distance is a piece of statistical analysis 
which the Transport Board's research staff can be trusted satisfactorily to 
execute, 

Dr. Little's formula assures that rate changes will reflect cost 
changes, And that is as it should be — in contradistinction to the horizontal 
percentage method which applies the authorized increase with no regard to 
the fundamental proposition that the traffic which incurs the cost increases 
should suffer the rate increases. 

If applications for freight rate increases result from increases 
in wage costs, material costs and the like, it is elementary that the existing 
rates should be increased with due regard to the nature and extent of the 
cost increases which require the rate increases, If the costs associated 
with long hauls have not increased as much proportionately as the costs 
associated with short hauls, that phenomenon should be reflected in the 
percentage of increase applied to long haul and short haul rates respectively. 


The present method of horizontal percentage increases — the same percentage 
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122 
increase on a 2,000 mile haul as on a 100 mile haul — is patently unjust in the 
face of the established fact that costs related to long hauls have not increased 
as much as those related to short hauls, 

The present method of rate increase is a further example of dis- 
crimination or cross-subsidization which is shot through the entire rate 
structure. The rate increases on the long haul traffic carry not only their 
own cost increases but the cost increases associated with short haul traffic. 
Alberta contends that there must be relief not only from the excessive dis- 
crimination in the pricing mechanism itself but in the unjust burden cost-wise 
which is imposed upon long haul rates by horizontal percentage increases, 

If the application of the Little cost based formula would result 
in diversion of short haul traffic to competitive transport, then subsidy by 
the taxpayer rather than unfair burden on the long haul shippers of some 
traffic (as now) is the proper solution, 

Alberta respectfully submits that a substitute for horizontal 
percentage increases must be found, The alternative proposed by Alberts 
based as it is upon cost considerations should, it is submitted, commend 


itself to the Commission, 
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PASSENGER DEFICIT 


The subject of passenger traffic deficits has been of major con- 
cern throughout the procecdings, 

The railways have taken the general position that the passenger 
deficit is manageable — in contradistinction to the alleged deficit on the export 
grain movement — and that no financial aid is requested or desired, 

Alberta has taken a quite opposite view. Our position is that a 
deficit (once proved) is a deficit and no valid distinction can be drawn between 
a deficit from the statutory rates (if there be such a deficit) and a deficit re- 
sulting from unprofitable passenger traffic, unprofitable branch lines, un- 
profitable less-carload traffic or any other traffic which by reason of its 
failure to make adequate contribution to costs constitutes a burden on other 
traffic. 

In his discussion with me —vol, 28, pages 4063, 4103 — Mr, 
Crump pointed to the compulsory character of the cote Nest rates and 
said, speaking of the unprofitable passenger business "but we are not forced 
to do it". And again at page 4103 he said: 


Us ..eeee Now, those lines have to be continued in the national 
interest? 


"A, Iwill not say that. I will say at the moment I think there 
will be sections in Canada where passenger trains will be 
operated profitably, and thatis where the C.P.R. will 
operate them. 

"Q, And in the meantime, though, until that happy day comes 
— and you cannot point to the calendar when that day is going 
to come — 


"A. Not with definite assurance, 


"QQ, And until that day comes, you are quite content to have 
this passenger deficit carried by the rest of the rate structure? 


"A, Iam not content, but I see no other course," 
The evidence of Mr. Emerson minimized the passenger losses 
and at vol, 109, p. 18264 Mr. Emerson submitted some figures to show that 
the "passenger train service burden in 1958" was $15.5 million. 


In my submission the calculations set out at page 18264 must He 
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seriously questioned, First, why seek to determine the passenger train 
"burden" while in the case of export grain set up fully distributed cost as a 
"just and reasonable rate" and then endeavor to show how far short of that 
figure were the 1958 revenucs from export grain? 

At vol. 74 page 13054 Mr, Mauro discussed Canadian Pacific 
passenger deficit for 1958 with Dr. Edwards and said: 

"MR. MAURO: Mr. Chairman, on that point, just for the infor- 
mation of the Commission, I am reading from the Canadian 

Pacific Railway Company, Dominion Bureau of Statistics, and 

1958 passenger revenue was $35,677,000; and in exhibit 69 re- 

vised the variable cost of passenger service, $86,303,000. So 

that there is $51 million out-of-pocket cost," 

Mr. Sinclair disputed Mr. Mauro!'s calculation but I refer to it 
now to call attention to the difference between $51 million and $15,5 million 
and to urge the Commission to subject the Canadian Pacific estimate of 
passenger "burden" in 1958 to severe scrutiny. How can the revenues 
validly be increased by $6.7 million, the estimated value of free transpor~ 
tation supplied? How cana cost of money expense using 10,4 per cent’ be 
justified in the light of the evidence of Dr. Ulmer and in the absence of public 
borrowings ? 

In any cvent, whatever the amount, the evidence establishes a 
serious passenger deficit in 1958, The position of Alberta is that the Com- 
mission should take such deficit — properly computed -— into account when 
determining the true "deficit" position on all traffics of the Canadian Pacific 
for 1958. To what extent (if at all) was the handling of cxport grain unprofit- 
able? To what extent was passenger service unprofitable? To what extent 
were other traffics unprofitable? Having determined or estimated such an 
amount in total, the Commission must decide the nature and extent of the 
financial relief which should be given. 

Alberta cannot urge too strongly upon the Commission her ob- 
jection to the proposition of the Canadian Pacific repeated time after time 


that the only problem in the Canadian freight rate structure is the Agreement 


of 1897 which holds down the rates on export grain. There is just as much 
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compulsion inherent in the inability to make passenger service pay its way 
as in the inability to increase export grain rates, The railways are making 
strenuous efforts to reduce the passenger deficit, Passenger services are 
being abandoned in some areas and are being curtailed in others. Special 
pricing schemes have been instituted to increase the attractivencss of rail 
travel but, regrettably for the railways, with questionable success. At vol. 
28, p. 4063 I duscussed with Mr, Crump the reduction in fares: 


"Q. Your passenger officers are striving to get people to get 
on the trains and to do that they are reducing the fares rather 
than increasing? 


"A. Well, that reduction was an experiment, an experiment 
only, to see if people could be attracted back to the rail. Itis 
rather difficult to say at the moment what effect it has had. 
The month of November was completely distorted by the Grey 
Cup and, of course, the month of December by holiday traffic. 
But as I see it at the moment, I don't think that the experiment 
has been.a success,!! 


In this cont.xt the Commission is reminded that Exhibit 182 
filed by Canadian National shows an operating deficit of $37.9 million for 
passenger service in 1959. Atvol. lll, p. 18418 there is set out a similar 
statement showing that for 1958 the operating deficit (passenger) was $40.8 
million, 

The Commission has had the benefit of the analyses made and 
the evidence given upon this subject by Mr. W.B. Saunders, a transporta- 
tion consultant called by the grain organizations, At vol. 117, p. 19426 
Mr. Saunders said this about the Canadian Pacific deficit: 


"Including express, dining, buffet and other miscel- 
lancous revenues, the passenger service on the CPR produced 
$63 million in 1958, Table VIII - 11 shows the components 
of the passenger service cost. Total out-of-pocket cost was 
$106 million and the out-of-pocket deficit was therefore $43 
million, If constant costs are included, an additional $32 
million must be charged. Thus, the deficit on a full-cost 
basis is at least $75 million. Even on the basis of variable 
operating expenses alone, without any allowance for cost of 
money or constant costs, the CPR has a passenger service 
deficit of nearly $24 million based on the results for the year 
1958, 


"The deficit under full costs represents the burden 
on the total earnings of the CPR because passenger service 
does not pay its pro-rata share of all indirect costs and 
further that it docs not contribute a profit margin to cover 
the capital costs associated with passenger service, "' 
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At the same page the Commission will find Mr, Saunders! com- 


ments on the Canadian National deficit: 


"A similar study was made for the Canadian National 
Railway and the results of this study are also shown in Table 
VIIT- 11, Total revenues from the passenger service on the 
CNR are slightly greater than on the CPR, amounting to some 
$66 million, The out-of-pocket costs, however, are much 
greater on the CNR -$168 million. Thus, on an out-of-pocket 
basis, while the CPR has a deficit of about $43 million, the 
CNR has a deficit of $102 million, 

"Even if we confine the analysis to expenses and leave 
out any allowance for cost of money, the deficit amounts to $69 
million on the CNR as compared with $24 million on the CPR, 
If constant costs as well as cost of money are included, the 
CNR passenger deficit reaches the staggering sum of $180 
million in, 1968... 

I dono more than urge upon the Commission to direct its ad- 
visers to arrive at a true basis of calculation of the dollar value of the un- 
profitability of the Canadian Pacific and Canadian National passenger services, 

More impoctant than the determination of the amount of the pas- 
senger deficit is the "hands off" attitude of the railways. Both railways have 
declared the intention of eliminating or curtailing unprofitable passenger 
services and of using every means of increasing revenues on the lines re-~ 
maining in.service. The extent to which such procedures will result in re~- 
ducing the deficits now being experienced, is problematic. Until the passenger 
business is turned from a deficit position into a profit position those losses 
will contribute to the imbalance in the freight rate structure, This Com- 
mission was set up to study that imbalance and to make recommendations for 
its cure, its complete cure if possible, 

The only "outside" assistance suggested by the railways is a 
pronosal that where discontinuance of passenger service is objected to and 
opposed before the Transport Board and the regulatory body gives effect to 
such opposition, the opponents should be obligated by statute to guarantee 
the cost of the continued operation, 

In my respectful submission the Commission should long hesi- 


tate before making this recommendation, Upone one ground alone, the pro- 


posal should be rejected. Presumably, and to be practical, the guarantee of 
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revenue referred to in proposed section 315A of the Railway Act must come 
from the local community concerned. Effectively, that means a municipality 
or a Province, No Province constitutionally has the power to vote public 
moneys for the operation of a railway, the exclusive legislative jurisdiction 
over which resides in Parliament, Anda municipality is merely the creature 
of a provincial legislature, 

If the abandonment or curtailment of unprofitable passenger 
operations is refused by the Board of Transport Commissioners the deficit 
involved should be. removed by the grant of a compensating subsidy. Sucha 
situation would be an exact parallel to the case advanced before the Com- 
mission by the railways with regard to the movement of grain to export 
positions. As to the latter, the railways acknowledge that they must continue 
the service at existing rates but they seek a compensating subsidy from the 
federal Treasury to bring un allegedly loss traffic into line. Wherein lies 
any difference between the unprofitable (if and when proved) grain traffic and 
the admittedly unprofitable passenger traffic? If federal subsidy is warranted 
in the one instance, it is equally warranted in the other. The distinction 
which the railways seek to make should be rejected, The railways point to 
the compulsion of section 328 of the Railway Act. Surely the public preference 
for motor car and airline transportation which has dried up rail passenger 
revenues is just as compelling a circumstance as the statutory prohibition 
against grain rate increases contained in the Railway Act. The railways seek 
the assistance of the federal Treasury in one instance; they must seek the 
same assistance in both instances, 

Before concluding my remarks on passenger deficit I would like 
to quote a question and answer during Commissioner Mann's examination of 
Mr. Emerson at vol. 115, pages 18972 to 18975: 

"Q. Yes, You see, Mr. Emerson, the thing that puzzled me, 
and that was the reason for our rather extensive discussion on 
this, was simply this: Canadian Pacific makes a sharp dis~ 
tinction between those matters which are within its managerial 


discretion and those matters which are without its managerial 
discretion. 
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"A, Ithink that is correct. 
"Q. That is correct? 
MA; Yes, Sir. 


"Q. For instance, any problems you have with regard to branch 
lines or passenger services, they are, as you point out, prob- 
lems that are capable of being dealt with by managerial dis- 
cretion? 


"A. Yes, they are the responsibility of management and manage- 
ment is not asking anyone else to shoulder its responsibility, 


"Q,. Right, right) But, with regard to the grain rates, this is 
not a matter for managerial discretion? 


"A, Because our hands are tied, yes. 


"Q. Right. Now, I must ask you this, and this is what puzzles 
me. It seems tome, Mr, Emerson, and some of the things you 
have said to me certainly have not dispelled this belief of mine, 
that even if your hands were untied — completely untied — with 
regard to the grain rates, your managerial discretion would not 
allow you, because of the circumstances that exist, your 
managerial discretion would not allow you to put those rates on 
grain moving to export positions to their just and reasonable 
evel ( 


NA. All at once? 


"OQ, Within the foreseeable future, without causing undue hardship 
to the farmers of Canada and without, oh, creating serious 
economic dislocation for Canadian Pacific, as well as for the 
western provinces ? 


"A. Well, all I can say there is that you have to go back in these 
circumstances and revicw the history behind the legislation, and 
the fact that the legislation has, over these many years, acted 
as a tie, as a hold-down over these rates, 


"QO. Iunderstand your position, Mr. Emerson, I am just having 
a little difficulty with reconciling the approach to all other 
matters, which is a straight economic approach, without too 
much regard for historical circumstances, sociological or 
political factors, with regard to the balance of the rate struc- 
turc, and then having too, ina sense, shift my thinking with 
regard to the grain rates and inject into those considerations 
other than straight cconomic considerations which you have 
put on the balance of rate structure, This is my fundamental 
difficulty, It is a philosophical difficulty, if you wish, 


"A, Well, I think, if I may say so, that the difficulty. — what- 
ever itis — arises from, as I have said before, the long 
period of time over which these rates have been fixcd at a 
statutory level. 


"Let me go back in another way. If the statute of 1923 
had been repealed two years later, or three years later, the 
problem would have been relatively small. But, with the 
efflux of time and with the marked increase in costs that has 
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taken place over that period, this problom builds up. Now, that 
is not of our making. 


iB] . e - . . : $ ’ 
OQ, No, I certainly did not want you to think that I ever thought 
it was of your making. This is one of those things that we have 
learned to live with in this country up to now. 
Nyou see, if Lam right, Mx. Mmerson, and J am not 
sure that Tam, then the distinction that your company makes 


in its submission to US the distinct ion between fields that are 


susceptible to managerial action, and the field that is not is, a5 


of today and within the foreseeable future, @ strictly theoretical 
thing. It means nothing, because the result is the same. You 
could not move with regard to the grain rates if you treated them 
the same as the rest of the rate structure, and therefore it does 
not really matter whether you can exercise managerial discretion 
or not, because surely the exercise of managerial discretion 
must mean that I can do something about something. If 1 cannot 
do something about something, I have got the right to do it, but 

it is a meaningless right. I cannot put it into effect. 

tA. Well, perhaps in another analogy you might say that over 

the years the muscles of the railway in respect to the statutory 

rates have become atrophied to some extent because they have 

not been allowed to function. Now, that, I think, is a disability, 
of course, which has flowed from the legislation itself." 

I draw this passage to the Commission's attention for two 
reasons, When Mr. Emerson states that problems (presumably the reference 
is to unprofitability) with regard to branch lines or passenger services are 
"the responsibility of management and management is not asking anyone to 
shoulder its responsibility" the users of the railway's freight services must 
take issue with him. What is the difference in the annual minus dollars 
position which results from the operation of the passenger services (in spite 
of the best efforts of the railways to abandon and curtail) and the minus dollar 
position which results (if it re sults at all) from the movement of grain at 
statutory rates? None, in my submission. Does the mere act that one 
traffic is put beyond remedy by Parliament and another traffic is put beyond 
remedy by public preference for other modes of transport justify the dis- 
tinction which the railways seek to make? {a Jdtnot jueten empty phrase 
for the railways to say that branch lines and passenger services are 
manageable in the face of the progressively unprofitable history of those 


services? Without the slightest wish to be facetious, it could be said more 


precisely that some branch lines and passenger services have become 


at 
oT el aod 


iy ah hapa ah | eh 


ie 
ae a. ,*t ne Us iy hous Ot, ; Hi 
A . 4 1 ) : , 


. 
; 


iat; ae ky a4: ls 


Cs 


» 7 eat. : + . ‘ 4 oa geht re abet ant : af 

a a . Vv pads aA + ue ave a ; 

. = i 7 Wh: ven ve a Or yh ff bs tw Mb ayihire ut ite bcs i a i ‘ 
by ; | PR Tee a ty r N Pah RS Re tea DD ~ omit hn haulage ) 


FMI PON? PUR Maa hin ee ot a Me ct via 
% t y wee x baba ssi i " ism Saitek yas 
_ , erin its t% 7 wae ; ; 9 ; aaa a. er aa 2 if Rice! at per ae 4 
\ it: SEAR oda adhe hed oat ack ALONE IN Bett wy Spee 
| Seg Bates Ny SNA Rea Wiciak OAL Ih Jost WY an Grade any © 

ti CO Rats tS Pieri ao. CAA Matt Myo di, BBS er tog Pore dog 


: : , Ai ~ i. PU OIL) hs bole a 
Coo RE LE felis eatin ! hoa Hess: oh rete) a 
: ayy * e f t} ¥ isi | i , " 
i ase NG Ha Wid Pens ERAS Sma Wee i! teskt. came daeeat| 
ae ; Nea OPP OR A FP avo Bie ed he a slut 
} eT ae an aes Woda gi Re oemal @ 
ay “ MER Wetanralaces sk fi 
Ba | = "yj ‘ al / ie “a . " 
eee: SS Vee tee by rit fog fia 
ae ; jared Howe AM 
phe Sha . é Le | SE ae tg , LA ie ier 
w re é t ad j erry ek} Ae ay = vit. a 
i aa 4) i, ; hse ‘ rw b iy) i ; 
. . J F ite * . t bbs coe ty = west boday rad g 
ff ‘ Vy en ee OL OR Re) Rieke 0 
. ; f f ‘3 : ‘ r ’ { i ‘ 4 ’ wr. 


r bly y rg : y , ey, i 
Be Ee ST AT ae ates i Dig 


Ay , 1 
oe FED COVE Oey 
; 
1 rn 4 P , 
1 ‘ i 3 orw 
} rt $y r 
{ ee ate | 
t i 4 
jet - 
(tid an 
: j ie 
bi? 38 me 
j > w) 
ot dws dine 
wat Se) 5 


2x1, Ald to 
we 
OWS ey fens Ath 


of ; Nomen 


+39 
Pet dA E a ah hy ib dette, ng i 


i) «J i iy 


£31 
unmanageable as the result of growing competition from and public acceptance 
of other forms of transport, 

In sum, whether manageable or unmanageable, deficit traffics 
— all of them — must be scrutinized by the Commission as part of the 
general rail transport problem and not examined and dealt with in separate 
compartments as the railways would have it. If the Commission is to recom- 
mend assistance from the federal Treasury, that assistance should not be 
ear-marked as applying to any particular segment of the railways! business 
but must, in Alberta's submission, be designated as relief for unprofitable 
operations generally. No other recommendation would be fair and equitable 
to the regional users of rail service throughout Canada. 

My further reason for referring to Commissioner Mann's ex- 
change with the Canadian Pacific vice -president is that questions and answers 
underline the inconsistency of the Canadian Pacific's position in asserting 
that there is a valid difference between statutory restriction over export 
grain rates and managerial freedom over rates other than export grain, As 
Commissioner Mann's questions make clear, Canadian Pacific's managerial 
frecdom over grain rates — if the statutory ban was removed — would be a 
meaningless freedom in the face of the hard, economic facts surrounding 
grain production and marketing, Rates could not be increased. Indced, it 
is because the railways realize that fact (and they openly assert it) that they 
urge an increase in grain rate revenue through a federal subsidy. Similarly, 
hard economic facts albeit of a different kind prevent the profitable operation 
of passenger services and branch lines, Is not the railway position patently 
inconsistent and untenable? If Canadian Pacific is moving export grain at 
24 loss, that loss is being borne by Canadian Pacific's other traffics not by 
the corporation, That is evident from the fact that railway earnings in 1959 
were $36,046,293 net, i.e. after income taxes. 

But Canadian Pacific takes two opposing positions with regard 
to the allegedly loss grain traffic and the admittedly loss passonger traffic. 


As to the loss grain traffic, a subsidy is sought; as to the loss passenger 
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£32 
traffic, the rest of the rate structure must carry it and continuc to carry it 
because, as Mr, Crump says at page 4104, he sces "no other course", 

To repeat and to conclude, it is the submission of Alberta that 
if the Commission finds the railways in need of financial assistance, that 
assistance must not be labelled ''Crow's Nest grain rates", It must be allo- 
cated to the over-all operations as compensation respecting (1) traffics which 
are found to be loss traffics and (2) traffics which, while not deficit in the 
sense of failing to return variable cost, nevertheless fail to make proportion- 


ately adequate contribution to overhead, 
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COST DATA 
More than once during the hearings, the question of Cost Data 
was raiscd. Some of the Provinces raised it squarely in January 1960 when 
we moved for an order of the Commission directing the railways to furnish 
the Commission and interested partics with cost data which had been re- 
quested by consultants who had been retained by some of the Provinces to 


examine and report concerning such matters as: 


the regulation of maximum rates 


the. present day validity of the concept of "just and reason- 
able" in the evaluation of rates 

= the contribution to "overhead" made by various classes of 

rates and various components of the rate structure 

= horizontal percentage increases 

The railways opposed the application for the cost data and the 
Commission refused to order it. We were aohipeuiod to choose between 
abandoning entirely the examination of the subjects — some of which are 
listed above — or instructing the consultants to prepare their submissions 
without benefit of Canadian cost data, using similar data available in Inter- 
state Commerce Commission publications, Alberta chose to follow the 
latter course. 

Alberta would like in her summing-up to make her position 
perfectly clear, The Commission's refusal to direct that the requested 
cost data be furnished to us, is now a concluded matter. The data was not 
supplied. The representations of the Province have been completed. What 
is of continuing importance, however, is the.entire question of the validity 
or invalidity of the proposition that the Canadian regulatory body today 
should be in possession of more and better information concerning the cost 
of traffic movements, 

Upon one ground alone the availability of such cost data is 
required, No observer of the Commission's work could fail to sce and to 


be impressed by the emergenco of the fundamental fact that today there is 
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a need — virtually an undenicd need — for more cost orientation in the mak- 
ing of freight rates. Unless the Commission were to reject out of hand the 
submissions of Dr. Hughes for British Columbia, of Dr. Williams for Mani- 
toba and Alberta and of Dr. Roberts and Dr, Harries for Alberta, there can 
be no escape, in my submission, from a finding by the Commission that 

the serious lack amounting indced to a total absence of cost data in Canada 
must not continue, 

I repeat, if the Commission gives its benediction to the "status 
quo" argument of the railways, then the continued absence of cost data will 
follow as a matter of course. No one, neither Board nor shippers knows as a 
matter of routine filed information what it costs to move class-rated traffic 
either in total or in specific movements, And so it is with traffic moving at 
commodity rates, at competitive rates or on Agreed Charges. 

The Waybill Study given a considerable range of information as to 
revenue but nothing at all etait costs. To the ee questions: 
What traffic is highly profitable, what traffic moderately profitable, what 
traffic is marginal? there is and can be no answer in Canada today. 

It is my submission that during the thirteen ycars of post-war 
increases, there has been a growing justification for the need to have avail- 
able cost information which would inform the shippers and the general public 
concerning the burden which the horizontal percentage increases have imposed 
almost annually during those years, A simple calculation tells us what per- 
centage of the traffic revenuc has carried what percentage of each of the ten 
increases erie totalling 157% over 1948, But we have no answers to the impor- 
tant question: What class of rates, class, commodity, competitive or agreed 
charge is furnishing the surplus over variable or out of pocket costs to supply 
the moncys required to pay fixed charges, and dividends and broadly speak- 
ing to keep the railways whole, 

It is my further submission that, whatever justification the rail- 
ways may have had in the past for refusing any data that would establish the 


respective traffic contributions to overhead (or to "burden" as it is called in 
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the I,C.C.) no justification can continue now, The railways have been most 
anxious — to serve their own case — to place before this Commission and the 
shippers, their estimates of the deficit position of grain moving to export 
positions, In view of the full disclosure of the costs of moving grain the rail- 
ways cannot now be heard to refuse to supply cost data in such a manner and 
to such extent as will permit the publication by the Board of Transport Com- 
missioners of material similar to DISTRIBUTION OF THE RAIL REVENUE 
CONTRIBUTION BY COMMODITY GROUPS and RAIL CARLOAD COST 
SCALES BY TERRITORIES, 

Dr. Ernest W, Williams, Jr. of Columbia University, a widely 
known transportation economist whose views have been heard and respected 
by the Board of Transport Commissioners was asked his opinion concerning 
the need in Canada of material similar to the I.C.C, cost statements referred 
to above, Dr. Williams h.d this to say at Vol. 101, pp. 16989 to 17000: 


"OQ, Dr. Williams, I want to ask your view with regard toa 
matter, I show you a document — just the cover of it — and it 
is Statement No. 5-59 of the Interstate Commerce Commission, 
It is called Rail Carload Cost Scales by Territories for the 
year 1958. 


"Then, I show you another document called Distribution 
of the Rail Revenue Contribution by Commodity Groups; this one 
happens to be 1956; it is numbered as Statement No, 6-58, and 
it is dated Washington, November 1958, and I would like to ask 
your opinion as to the usefulness of the preparation of those 
statements in Canada and your views with respect to the ad- 
visability of whether you feel this Commission should make any 
recommendation with regard to the introduction of that kind of 
cost information, ...seee sere scenes veneer esene 
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"COMMISSIONER MANN: Dr. Williams, your general 
answer to such a question, if it were given, would follow, 
would it, along the lines of what you state under Cost Finding 
in Federal Transportation Policy 1) at pages 9 and 19? 


"THE WITNESS: Very much so, I suspect, since we 
had quite an examination of this problem made at the time of 
that study. e e e J © ° 6 e e ° ° e e e ° ° e e e s . e e ° ° e e e 


e e e e e ° . e e e e ° td e s e e ° ° e e ° ° ° ° ° ° e ° e ® e e e 


"THE WITNESS: Well, it is a question which probably 
calls for a rather complicated answer, I think it will be ob- 
vious to the Commission that any recommendations that ran in 


(l) rederal Transportation Policy and Program - United States Department of 
Commerce, March 1960 -Ernest W. Williams, Jr., Director of Study Staff, 
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the direction suggested, that the cost of the service has become, 
and must by the nature of economic circumstances become, a 
more important test of successful rate making in the present 
competitive era, and will certainly suggest that some kind of 
cost finding procedures become essential. They are, in the 
first instance, essential to the carriers themselves, and this 

is a thing which our own railroads were quite reluctant to 
recognize because the rail cost finding problem is certainly one 
of the most difficult cost finding problems that can be presented 
in the whole field of economics, Moreover, it was mt a thing 
traditionally necessary nor a thing the carriers were naturally 
prepared to come forward with. But certainly it is becoming 
recognized by our railroads and increasingly, I think, by 
shippers who are called upon to negotiate rates with carriers, 
as well as to contest rates in regulatory proceedings, that cost 
tests have become increasingly important, They have certainly 
with us become especially important in the matter of trying to 
determine in the regulatory process how low a carrier of any 
kind — not just railways but other forms who may be in com- 
petition with one another -- ought to be permitted as a matter 

of public policy to go in making rates, When you come down 

to it, the question that the regulators ask increasingly, especially 
since the amendment of 1958, is the question that railroads . 
certainly ought to be and presumably are asking of themselves, 
and that is the question whether the rate reduction proposed 
will be beneficial to the net income of the carrier, That in- 
volves not oly, obviously, a determination of what the cost of 
the service will be, but also an estimation of what the volume 

of the traffic will be, because unfortunately the behaviour of 
cost is related to the matter of volume. We have, as you all 
know, and as this document which Mr. Frawley has put before 
me indicates, for a number of years had published by the Inter- 
state Commerce Commission a publication called Rail Carload 
Cost Scales by Territories, This document has become in- 
creasingly to be used in the United States. I am not able to 
speak of that entirely in a favourable sense, however. We notice, 
for example, in the report to which Mr. Commissioner Mann 
has referred that cost finding procedures in respect of all forms 
of transportation in the United States are certainly not as well 
advanced as would be desirable. 


"We have heard the results of the application of a form 
which essentially was developed by the Interstate Commerce 
Commission in the class rate 39 proceedings Docket 28300 and 
28310. Their problem at that time was a problem very similar 
to the one you had in the Equalization case, That is a problem 
of alleged territorial discrimination in rates, a matter that was 
really, in controversy, whether it was notably more cxpensive 
to transport freight by rail to Southern territory than in the 
Western territory than in official territory, For that kind of 
a purpose territorial approaches were reasonable, appropriate 
and, in the end, the cost finding study — the first of the sort 
done on that comprehensive basis by the Interstate Commerce 
Commission — suggested that the differences, although there 
were some, in the average levels in the several territories 
were not significant enough to justify differences in the scales 
of class rates that ought to be prescribed, 


"Now, these data, the formula itself, has been carried 
forward, These data are annually put out by the Commission, 
And, in default of anything else generally available and reasonably 
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recognized officially so that it docs not have to be defended 
everytime it is put in the record in a proceeding, we have come 
to use it for a great many purposes that get awfully far from the 
intended purpose, We arc inclined to use it for a great variety 
of rate cases for which there is involved perhaps a rate ona 
single commodity between a few areas in Canada with which 
average territorial costs do not prove very helpful. If they 

shed any light, it is probably accidentally rather than otherwise. 


"There are, of course, methods by which these costs 
can be adjusted in some degree, The Commission itself provides 
a suggestion as to a number of adjustments that can be made in 
the covering material which goes along with the carload cost 
scales, Some of the major causes for differences in the costs of 
particular hauls — what you might call departures from the 
average of territorial experience -— can be allowed for roughly 
and, of course, the formula can be employed for special cost 
studies reflecting the costs on a particular railroad or group of 
railroads and adjusted to reflect not average but actual costs in 
particular terminal situations and the like. It certainly cannot 
be described as, at this stage in the game, in any sense a per- 
fect tool. As a matter of fact, Iam a little disturbed by the 
extent to which we have come to accept it and use it without a 
recognition of the qualifications that were put around it by the 
Commission's own cost section itself in explaining what had 
here been done, and what these results were, 


"Nevertheless, if one uses it with a proper recognition 
of its limitations, then it can become a useful instrument; and 
we are in the unhappy situation of not having any other, I have 
been of the opinion, and we recommended in the Department of 
Commerce study, that a great deal more work ought to be done 
on this in view of the fact that our rail carriers are increasingly 
recognizing — and some of our motor carriers likewise — the 


fact that they must have, if they are to do a rate-making job in- 


telligently, better cost information than they now have. Quite a 
little work is going forward in some of our carriers in that 
direction to improve what we now have before us, 


"In the meanwhile, this set of carload cost scales 
certainly has usefulness, if it is properly interpreted and 
properly applied. My concern about it is more often that it 
will not be properly interpreted or properly applied. It has 
gotten to the point, however, where it is used as the basis for 
screening proposed reduced rates in the Commission's Sus- 
pension Board. It is used as a way of separating, you might say, 
the sheep from the goats as to whether there is a rate that is 
apparently a satisfactorily compensatory rate or a rate as to 
which there might be some gucstion as to its compensatory 
character, 


"Tt is an important test in determining whether the 
rates ought to be suspended or they ought not to be suspended, 
It is a thing that has caused a good deal of grief to carriers! 
competition with the railroads, and has been complained about 
considerably. 


"J would say, though, that the out of pocket cost for- 
mula that is used by the Commission is conservative cnough so 
that unless you have quite exceptional cases present it can 
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provide such a rough test... certainly not a conclusive test in 
the case of a close kind of an issue that involves important 
competitive interests, 


"It does, of course, enable a good bit of broad study 
to be made. This kind of thing is translated into the second 
document which deals with the question of the distribution of 
rail revenue direction, The one depends on the other, The 
cost finding procedures are necessary to produce the cost ele- 
ment which enables the burden distribution to be shown, 


"Now, this enables us to see in a rough way, and sub- 
ject to the conditions that have to attach to the cost studies 
themselves, what the apparent position of various commodity 
groups is, It serves, certainly, as a kind of a screening device, 
It is not, at its present state, I think, sufficiently acute as an 
analytical tool to enable us to deal with close cases without going 
further, but I think it has been in our case in the regulatory side 
and to shippers and carriers alike a very useful approach as a 
rough approximation, and it cannot purport to do much more 
than that, unless you supplement it with some additional studies 
and you supplement it with some adjustments from the scale 
costs as shown in this publication, 


"We would be hard put to go forward in applying the 
principles that we are now trying to apply largely on the rail- 
roads own in-tiative, however, if we did not have some basis 
for considering in regulatory procedures the level of railway 
costs and things — some basis for using them in the suspension 
process — asa rather automatic matter. 


"My hope is that we will not misuse them and we will 
develop more perfect instruments because the present problem, 
after all, is not a problem of pricing average traffic; itis a 
problem of pricing how traffic movements in which one certainly 
will expect that in a great many cases the cost of movement will 
depart, and perhaps depart significantly, from what are shown as 
average territorial costs, 


"That is certainly a long answer, and I do not know for 
certain whether it was responsive to the question, " 


In my respectful submission, the findings and recommendations 


of the Commission upon the subject of Cost Data should be such as to assure 


that in future the Transport Board and the shipping public be put in posses- 


sion of cost information which will clearly establish the pattern of the re- 


lationship between costs and rates. 


Alberta has directed its submissions to the vital question of 


excessive discrimination in the rate structure resulting from the pricing 


policies practiccd today by the railways. Excessive discrimination and the 


allied problem of value of service versus cost of service must and will, lam 


confident, receive the Commission's most careful consideration, No remedial 
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steps whatever in that direction can be taken unless cost data is available, 
That is a sine qua non to the success of any procedures designed to remove 
distortion in the form of excessive discrimination and excessive cross- 
subsidization from today's rate structure, 

The Terms of Reference were drafted following the appeal to 
the Governor General in Council in the 17% increase case. As I have argued 
throughout these proceedings, the distortions in the rate structure strikingly 
set out in railway exhibits 58-14 and 58-22 in that case (75% of the increase 
being sought from 32% of the traffic revenue) motivated in large degree the 
action of the Government in setting up the Commission. 

Elimination of the distortions to which I have referred must and 
will reccive the best attention of the Commission. The railways acknowledge 
but one distortion — the Crow's Nest grain rates — and in an attempt to 
show the unprofitability of those rates, much cost data has been furnished. 
Furthermore, under the railways! proposals, the Board of Transport Com- 
missioners will be kept continuously informed of the relationship between 
revenues and costs in the export grain traffic, 

There cannot be one law for the railway and another law for 
the shippers. The railways cannot be permitted to select one traffic as to 
which they will supply full and complete cost data. Cost data must be avail- 
able concerning all traffic. If cost data is to be filed to show the revenue - 
cost relationship in the export grain traffic because the railways desire to 
show the continuing unprofitability of such traffic, then the shipper or 
receiver of any traffic should have available to him the tools required to 
show the excessive discrimination inherent in the freight rates he pays, and 
to show the extent to which his traffic is used to cross-subsidize other traffic 
carried at low rates either because of competition or because of the physical 
characteristics of such traffic. To repeat, the shipper and the railways must 
be cqual before the law. If the railway is entitled to invoke cost data to 
establish an undue degree of unprofitability in one traffic, the shipper is 


equally entitled to invoke cost data to establish an undue degree of profit- 
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ability in one traffic, the shipper is equally entitled to invoke cost data to 
establish an undue degree of profitability in another traffic, 

There is the same validity in the shipper's claim that the 
revenue ~cost relationship of his traffic shows excessive discrimination and 
disproportionate contribution to overhead as there is in the railway's claim 
that a certain traffic is unprofitable. It is indefensible to argue that cost 
data will be available to support the railway's case but that it will be denied 
to the shipper to support his case. 

I leave the question of cost data with the earne st plea that the 
Commission recommend that information respecting costs — at least in the 
form supplied to the Interstate Commerce Commission — be supplied in 
Canada to the Board of Transport Commissioners, Failing such procedure 
it is my respectful submission that there will be no amelioration of any con- 
sequence in the injustice. inherent today in the freight rate structure, There 
will be no progress toward the regulation of maximum rates. The distortions 
which are now the distinguishing characteristic of the rate structure will re- 
main, The evil for which the Commission was asked to recommend a cure 
will remain an evil. Value of service will control the transportation pricing 
mechanism as it does today. Excessive discrimination and cross-subsidiza-~- 
tion will continue to cause distortions in the rate structure with concomitant 
injustice to shippers in many parts of the country. 

If the Commission finds that the railway operation in Canada 
today is such — from whatever and what variety of causes — that assistance 
from the federal Treasury is required, then hand in hand with such a recom- 
mendation must go, in my submission, a recommendation for the setting up 
of machinery for the furnishing and recording of cost data to the end that 
from this time on, revenue-cost relationship in any and every traffic will be 


part and parcel of the Canadian railway economy. 
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HIGHWAY TRANSPORT 


In Alberta's submission, the Commission should make no recom- 
mendation for any change in the existing pattern of the control and regulation 
of highway transport. 

It is true that there has been a decision of the Privy Council that 
the regulation of interprovincial trucking — and even the intra-provincial 
operations of an interprovincial trucking enterprise — falls within the legis- 
lative jurisdiction of Parliament. The Commission is aware, however, that 
following the decision in the WINNER case, the Government of Canada con- 
vened a federal-provincial conference to discuss the situation and as a result 
there was enacted by Parliament the Motor Vehicle Rr ane ear Act, Chapter 
59, Statutes of Canada 1953-54, That Act, operative only in those provinces 
which have requested its proclamation, constitutes the provincial highway 
traffic board to be a federal board for the purposes of the control and regu- 
lation of interprovincial trucking into or through the province. 

In Alberta's submission, there has been no case made out for 
the setting up of a federal Motor Carrier Board with powers of the sort exer- 
cired by the Board of Transport Commissioners over federal railways. 
Neither has a case been made out for the setting up of j oint interprovincial 
boards with members appointed by two or more provinces. In our opinion, 
such boards would be no improvement over provincial boards exercising 
the powers conferred by the Motor Vehicle Transport Act, 

Alberta advocates a virile trucking industry and our record in 
that regar2 speaks for itself. We have a healthy trucking industry in Alberta, 
both the operations which serve the province internally and the operations 
which connect Alberta with the other provinces, East and West, 

It is my earnest submission that if the Commission proposes 
any change in the existing situation regarding regulation and control of inter- 
provincial trucking, it should be an integral part of any such submission that 


the Provinces must first consent to any such change, 
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CROW'S NEST GRAIN RATES 


It is paradoxical that the Commission has been compelled to 
give so much of its time to a consideration of the rates for the movement of 
grain to export positions in Western Canda. Paradoxical because no men- 


tion of the rates is to be found in the Terms of Reference. 


However, the railways at their own beseeching have had their 
"day in Court" ~— their many weeks in Court to be exact — and the Com- 
mission is faced with a voluminous record upon the question of the much 
maligned export grain rates. 

In lieu of any recital here of the history of the rates and their 
place in the agricultural economy of Western Canada, I commend to the 
Commission the excellent statements made by the Honourable J.E. Brownlee, 
Q. C., President of United Grain Growers Ltd., and former Premier of 
anberta, sandiD:, George By Britnell, Pecos: of Political Economy at the 
University of Saskatchewan. No more knowledgeable persons could have 
been found to state not only the case for the grain producer immediately 
concerned, but the case for all of Canada lying between the Lakes and the 
Mountains where the economy is predominately agriculture and agriculture 


is predominantly grain growing for export, 


If the evidence of Mr. Brownlee and Dr. Britnell could be com- 
pressed into a single sentence, it would be: It is not admitted that the export 
grain traffic is a deficit traffic but, if it is, it differs not from other deficit 
traffics and if by reason of such deficits State assistance is sought, under 
no circumstances should that assistance be labelled "Crow's Nest grain", 


To that view, Alberta heartily subscribes. 


As I have argued in other parts of this sumrming-up, a deficit 


is a deficit whether deriving from unprofitable passenger services, unprofit- 
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146 
able branch line operations or unprofitable segments of the traffic structure 
whatever they may be. Alberta asks the Commission to reject as a delusion 
the proposition that passenger deficits are manageoable but "Crow" deficits 
are beyond management, Let the recotd speak for itself, How can the rail- 
ways regard the future of passenger services (eliminate and curtail them as 
they may) with anything but despair in the light of the enormous capital in- 
vestments being made by Trans-Canada Air Lines and Canadian Pacific Air 
Lines to transfer the traveller from the railway to the airway? 

The studied attitude of the railways before the Commission is 
that there is but one injustice in the freight rate structure — the Crow's Next 
rates, Alberta unreservedly challenges that position and submits with con- 
fidence that the contrary has becn proved many times over during the long 
months of the enquiry. 

The railway. presented elaborate studies in an attempt to show 
that the revenues from export grain in 1958 fol below variable (out of pocket) | 
costs. Then, the proposition was put forward that export grain would return 
adequate revenue to the railway only if it paid full cost, that is to say 100 per 
cent of variable cost plus 100 per cent of constant cost (overhead), The grain 
organizations of Western Canada and the Provinces of Manitoba and Alberta 
challenged the railways' case on all counts, The grain organizations! con- 
sultant, Mr. Saunders, presented in evidence a thorough and far-reaching 
analysis of the Canadian railway problem and the several deficit traffic areas, 
The witness made a searching and compelling criticism of the costing tech- 
niques used in arriving at the grain deficit of $70,000,000. in 1958 (both 


railways). 


Manitoba and Alberta jointly presented Dr, Borts, Dr. Ulmer 
and Mr. Banks and placed before the Commission a counter cost analysis 
which pointed out the imperfections in the railway studics and offered their 


own estimate of the cost of the movement, 


It is an ancient and valid maxim of the law that he who asserts 
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must prove. The railways have failed to prove their assertions, The posi- 
tion of Alberta is that the railway cost analysis (chicfly that of the Canadian 
Pacific because time and circumstance did not permit a study of both 
analyses) cannot be accepted by the Commission, I should like to discuss 
the matter, 

Railway cost finding is perhaps the least advanced of all the 
branches of industrial cost accounting, Despite the infantile state of this 
art, the Canadian Pacific and Canadian National have taken and adhered to 
the position that they have found THE cost of handling grain to export posi- 
tions, THE cost, as ascertained by the railways, and which brooks of no 
challenge, exceeded revenues from traffic moving at statutory rates by a 
magnitude alleged to approximate $70 million in 1958, a burden almost equally 
divided between the two railways. 

Thanks largely to the efforts of Manitoba and Alberta, THE 
cost, assumed by the railways as an absolute quantity,’ immutable as the 
Rock of Gibraltar, has been disclosed as a misleading illusion, an occurrence 
of the ignis fatuus of the ancients,designed by the railways to lend a scientific 
coloration to what can at best be termed an educated — if misguided — guess, 

No matter how considered — in whole or part — there is no 
such thing as THE cost of moving export grain. If THE Canadian Pacific 
cost was $70.7 million prior to Exhibit 132, how can it become $71.7 million 
thereafter and still remain THE cost? If THE cost to the Canadian National 
is $60 million, how can the mere filing of some revised pages transmute THE 
cost to $63.9 million? 

THE cost can only be determined with precision when and if 
ways are found to measure beyond peradventure of chance a multitude of 
occurrences during thousands of days at tens of thousands of locations all 
over Canada. The happy day when this can be accomplished lies in the far 
future — and until it arrives any suggestion that THE cost has been or can 
be measured is a presumption which this Commission should summarily 


reject. 
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In licu of THE cost, the railways have prescnted to this Com- 
mission cost ESTIMATES, which are merely chaius of computations shrewdly 
contrived to reach preconceived conclusions. 

The weaknesses in such estimates have become glaringly apparent 
through the studies conducted on behalf of Manitoba and Alberta, which reveal 


the following frailties in the railway cost presentations: 


i 2 ne Railway cost estimates fail to reflect universally applic- 


able laws of railway technology and operations, in that the 


estimates 

a) ignore the fact that grain is a heavier loading commodity 
than most other traffic — a fact which induces handling 
and movement economies absent from the railway esti- 
mates, and causes these to be overstated, particularly 
with respect to train-miles and track maintenance expense, 

b) ignore the fact that grain is a commodity moving in heavier 
volume than any other traffic — a fact which induces 
handling and movement economics absent from the rail- 
way estimates, and causes these to be overstated, particu- 
larly with respect to switching costs (multiple car cuts 
and decreased work requirements at intermediate yards). 

c) slight (in the case of the Canadian National) or neglect 
altogether (in the case of the Canadian Pacific) the sub- 
stantial impact of geography upon railway operations, 
being based instead upon the fallacious proposition that 
costs unrelated to traffic must either be related to track- 
miles, or remain unexplained apart from the mere exis- 
tence of the railway. This cavalier dismissal of an 
obvious cost determinant defies the great body of rail- 
way engineering experience and contradicts railway 
testimony in the Mountain Differential Case, 


d) altogether overlook the substantial variation in cost 
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characteristics of dicsel units by contrast with locomo- 

tives, and thereby cast substantial doubt upon the validity 

of the costs they attribute to or associate with locomotives. 
e) impute a substantial element of variable cost to the grain 

traffic upon the assumption that freight car purchases 

are directly responsive to traffic fluctuations - an assump- 


tion, which flies in the face of historical fact. 


2. Railway cost estirnates are developed frora an accounting 


sy stem designed for other purposes and poorly suited to the 
objective of cost determination. 

The railways have becn so mesmerized by what they de 
deem to be a sophisticated employment of multiple regression 
techniques for identification of cost variations with service 
and size units that they have misapprehended the significance 
of this method and confused its use with the attainment of 
meaningful answers. In so doing the railways have failed to 
comprehend that incorrect application of sophisticated tech- 
niques may yield results as wide of the mark as those attain- 
able by more elementary methods. A fascination with multiple 
regression for its own sake is characteristic of the railways' 
cost development; this should not be allowed to obscure the 
fact. that this device is only an inadequate substitute for the 
disclosure of cause and effect relationships clearly and 
simply disclosed by accounting systems properly constructed 
to disclose cost information. Enamoured of multiple re- 
gression the railways have made a virtue of necessity; in 
fact the truth remains as clusive as ever. 

Railway cost estimates rely heavily upon arbitrary statistical 
mechanics. 

In assessing many important areas of joint and com- 


mon costs characteristic of the grain movement, the railways 
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have used arbitrary statistical methods and thereby produced 
questionable results, Their estimates of train-miles; car- 
days; freight car repairs, depreciation and investment; 
traffic, general and tax expense, among others, rest upon 
assumptions subject to challenge in many particulars, Their 
total estimates are correspondingly impaired. 

Railway cost estimates utilize an invalid medium to measure 
investment factors, 

A major inflation inherent in the railway cost estimates 
is their use of a "cost of money" factor which (a) has failed 
to gain acceptance by the Board of Transport Commissioners; 
(b) assumes that the railways must go into the money market 
hat in hand in order to meet their capital requirements; and 
(c) neglects the 40 year pattern of internal capital generation 
characteristic of the Canadian rail carriers. 

Alberta relies upon the convincing statement of Dr. 
Ulmer (vol, 115) and submits that the ''cost of money" pro- 
posed by the witness Chas, W. Smith is not valid to apply 
to the peculiar facts of the Canadian Pacific economy which 


is so clearly set out in Dr. Ulmer's evidence. 


Railway cost estimates include operations outside the Scope 


of statutory rates at which their studies are ostensibly 


directed, 

Both railways purport to measure the costs attaching 
to the movement of grain pursuant to statutory rates, but in 
the absence of any justification their estimates also compre- 
hend milling -in-transit services covered by tariff charges 


which they may alter or apply to alter at any time. 


Railway cost estimates attribute to grain a huge expense 
increment entirely unrelated to that traffic, 


By definition constant costs are unrelated to traffic. 
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The railways! expert Dr, Ford K., Edwards has stated (1) 
that the apportionment of constant costs over the traffic on 
a 'cost of service! basis is a philosophical impossibility. 
But before this Commission philosophical impossibility has 
deferred to expediency, and a large constant cost clement 


has been arbitrarily identified with the grain movernent, 


7. Raiiway grain costs are not comparable with thosc computed 


for other allegedly deficit operations, 

The railways have taken the position that no portion 
of system constant cost attaches to passenger service, al- 
though they make such an arbitrary apportionment with res- 
pect to grain, This discriminatory and unsound distinction 
remains completely unjustified, 

8, Railways have shifted constant to variable costs by a dis- 

credited technique, 

A transparently inflationary procedure recently re- 
pudiated by officers of the Interstate Commerce Cormmission(@) 
is the nub of the "solely related" designation upon which the 
railways rely to increase the costs attaching to grain, This 
device indicates a complete disregard of the service require- 
ments of other traffic which may compel maintenance of 
branch lines whether or not grain is carried, 

By these various devices, the railways have cvolved a highly 
exaggerated cost plan for grain, The sum of their infirmities invalidates both 
of the railway cost estimates, 

Manitoba and Alberta have also developed cost estimates for 
the Canadian Pacific grain movement, Although they make no pretense of 


arrival at THE cost, the Provinces believe their estimates to be superior to 


(see Transcript vol. 71, page 12627-8, 
(2)p, 18, Recommended report and order of Hearing examiners Howard 
Hosmer and Oren G. Barber in I,C.C, Docket No. 31503, 
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those synthesized by the railway. ‘The Provincial cost costimates, though 
impaired by limitations of available data, do attempt to reflect the heavy 
loading and high volume characteristics unique to the grain movernent, They 
have substituted the peculiar attributes of grain for many of the all-traffic 
averages upon which the railway chosc to rely, To the extent that the Pro- 
vincial cost estimates have succceded in substituting the particular for the 
general, they have advanced closer to THE cost than did the railway. 

The Provinces have also refined and improved upon the multiple 
regression ay Saree advanced by the railways; related their statistical ad- 
justments to the facts of the export grain movernent in a more specific and 
hence more rational manner; conservatively assumed but not embraced the 
shaky theory of branch line solely-relatedness; and introduced less capricious 
treatments of constant cost elements. 

Although Manitoba and Alberta have advanced constant cost esti- 
mates to illustrate the fallacious and arbitrary she Giparwant of these costs by 
the railways, the Provinces reject the notion that such constant costs relate 
to grain in any meaningful way. The Provinces, on the contrary, take the 
position that the only relevant economic standard upon which the export 
grain traffic may be judged is comprised of variable costs, i,c., those costs 
which are associable with the traffic itself, In our view such costs, and such 
costs alone, may be properly compared with the revenue received under 
statutory rates. If such revenuc equals or exceeds such costs, even if such 
excess amounts only to a minute sum, then it can be concluded that Crow 
grain mects the economic test and is no burden to the railways. 

Alberta submits that the Manitoba and Alberta me thods of 
variable cost measurement are an improvement over those advanced by the 
railways, and in particular are they superior in many respects to those of 
the Canadian Pacific. Alberta therefore respectfully urges the Commission 
to adopt the Manitoba/Alberta cost estimates as the most advanced, the 
most refined, the most realistic of those available to it,. Having done so 


the Commission must necessarily find that Crow grain 
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(a) fully mects its variable costs, and in fact makes some con- 
tribution towards defraying the fixcd costs of the railways; 
or 

(b) incurs a deficit of insignificant proportions when viewed in 
terms of the economic benefits which the free flow of grain 
brings to the nation, 

So much for critical comment upon the railway cost estimates, 

I should like to conclude my remarks on bchalf of Alberta upon 

the subject of Crow's Nest grain rates by urging upon the Commission: 

(1) The railways! cost studies have not established the cost 
of moving grain to export positions with that accuracy and 
certainty that must be attained to warrant the Commission 
in making any finding which would establish export grain 
as a proved deficit traffic, 

(2) There has been no costing of other traffic in spite of the 
earnest attempt of Manitoba and Alberta (supported by 
other Provinces, the grain marketing organizations and 
by the private grain handling companics) to secure data 
that would have permitted our consultants to cost other 
suspect traffics, Until such costing has been done, itis 
Alberta's submission that the Commission cannot in justice 
select, at the behest of the railways, one suspect traffic and 
make recommendations for according subsidy support. 

(3) In our submission, there can be no recommendation for 
subsidy in the amount of a single dollar respecting Crow's 
Next grain unless and until the ene ee has evaluated 
the benefits which accrued to the Canadian Pacific as part 
of the Apreement of 1897, To illustrate with two examples 
only: 

(a) What has been the dollar value to the Canadian Pacific 


to have enjoyed the rail monopoly of the whole of 
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Alberta south of Calgary during the past 65 years, a 
monopoly still enjoyed today? 

(b) What has been the dollar value to the Canadian Pacific 
of the amendment made in 1925 to the 1897 Agreement 
whereby the railway was freed from the reduced rates 
on many commodities moving westbound? 

It is the submission of Alberta that the Commission should find 
that the Crow's Nest rates impose no burden on the railways or the rate 
structure and it is our further submission that if the Commission finds that 
the over-all position of the railways is such that financial assistance to them 
is advisable, such assistance should in no wise be limited to or designated as 
applicable solely to export grain, 

One final word concerning the procedure advocated by the 
Canadian Pacific for payment to it of the subsidy. Alberta submits that the 
income tax rernission device be rejected. Essentially, Canadian Pacific 
asks that the allegedly deficicnt grain hauling revenucs be increased by for- 
giving a portion of Eee tax which would otherwise be payable. 

Why the deviousness? The railway wishes its revenue increased. 
If it makes out a case for assistance from the national Treasury, let that 
assistance be granted in the form of a sirmple subsidy. There is a further 
reason for rejecting the income tax proposal. Cther corporations encounter 
financial difficulties, for one reason or another, Many such companies envy, 
I feel surc, Canadian Pacific's net rail revenuc after taxcs of $31.2 million 
in 1958, If the income tax device proposed by Canadian Pacific is to be 
accepted, many Canadian companics would feel they were entitled to like 
treatment. A dangerous precedent would be established, 


ALL OF WHICH IS RESPECTFULLY SUBMITTED. 


eid « 2 eLeh see 
Counsel for the Province of Alberta, 


Ottawa, Ontario, 
February 10th, 1961. 
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ARGUMENT ON BEHALF OF THIs 
GOVERNMENT OF BRITISH COLUMBIA 


Your Commission has now completed the task of hearing 
all the oral evidence submitted at the many public hearings 
throughout Canada. A great part of that evidence was in the 
form of opinions expressed by witnesses with many different 


outlooks and interests. 


We do not think that any real purpose could be served 
by reviewing the evidence in detail or by attempting to analyze 


the many contrary opinions which have been expressed. 


The Commission's aim must: be to recommend the adoption 
of principles which in their opinion will best serve Canada in 
the future so far as transportation is, concerned. “While you 
must and will undoubtedly have the historical background of the 
problems in your minds when making your recommendations, it is 


the future which is of importance to Canadians today. 


We think that we can be of the greatest assistance to 
the Commission by dealing broadly with the principles which you 
must consider in your deliberations. In this argument we will 
attempt to state our position on the main principles which we 
think the Commission should recommend and we shall do so as 


“succinctly as possible. 


Following the award of a 17% increase in freight rates 
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by the Hoard of Transport Commissioners effective December lst, 


1958, a tremendous wave of protest swept across Canada. The 


Governments of the Atlantic and Prairie Provinces and British 


Columbia appealed to the Governor-in-Council to set aside the 


proposed increase and investigate the reasons why 


(1) 


(2) 


(3) 


(4) 


a declining segment of non-competitive freight 
traffic should be required to bear the brunt of 
freight rate increases while competitive 
traffic took a relatively smaller proportion 

of freight rate increases, and 


the shippers of freight should pay huge deficits 
-neurred by the railways for operating 
passenger and express services and certain 
uneconomic branch lines, and ; 

\ 


if the railways did not get a reasonable return 
for the carriage of export grain in Western 
Canada because of public policy, they were not 
reimbursed from the public purse rather than 
have a burden cast upon shippers of other 
commodities, and 


the horizontal percentage increase which had 
been condemned by the Turgeon Commission was 
still the only vehicle available to the Board 
of Transport Commissioners and the railways to 
obtain increases in revenue. 


The Right Honourable Howard C. Green, Acting Prime 


Minister, announced on November 26th, 1958 that a study of the 


rail transportation problem would be made and would include, 


"Not only comprehensive consideration of the railway 
freight rate problems - including the situation of 
the long haul provinces in the West and in the 
Atlantic region - but also other specific problems 
which require solution if Canada's railways are to 
serve the national interest without prejudicing 
particular industries or areas." 
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On the 13th of May, 1959, the Royal Commission was 


appointed and its terms of reference are as follows: 


"To inquire into and report upon the problems relating 
to railway transportation in Canada and the causes 
‘thereof, and to recommend solutions thereto, and in 
particular, without restricting the ¢eneralivy -of the 
foregoing, the Commission shall consider and report 
upon: 


(a) inequities in the freight rate structure, tneir 
*incidence upon the various regions of Canada and 
the legislative and other changes that can and 
should be made, in furtherance of national 
economic. policy, to remove or alleviate sien 
inequities; 


(b) the obligations and limitations imposed upon 
railways by law for reasons of public policy, 
and what can and should be done to ensure a more 
equitable distribution of any burden which may 
be found to result therefrom; 


(c) the possibilities of achieving more economical 
and efficient railway transportation; 


(d) whether, and to what extent, the Railway Act 
should specify what assets and earnings of railway 
companies in businesses and investments other than 
railways should be taken into account in 
establishing freight rates; and 


(e) such other related matters, as the Commissioners 


consider pertinent or relevant) to the specific 
or general scope of the inquiry." 


These are sufficiently wide to enable a thorough study of most 
aspects of rail transportation problems. The job of the 


Commission and all interested parties was to examine the basic 


. problems of the Canadian railways and thus attack at the root 


the outward manifestations of inequity which led to the appoint- 


ment of the Royal Commission. 


The Honourable R. W. Bonner, .C., Attorney-General and 
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Minister of Industrial Development, Trade and Commerce in the 
Government of British Columbia, outlined to the Commission during 
its sittings in Victoria on February 22nd, 1960, some of the 
fundamental issues which, in the view of the Government of 
British Columbia, should be carefully considered by the Commissio 


The issues were: 


(a) The rapid development of the most economic and 
technically efficient rail system. 


(b) Compensation to the railways for unremunerative 
services performed in the public interest. 


(c) Relief for such freight traffic which has been 
bearing undue burden as a result of public 
policy. 


(d) Co-ordination of transportation services to 
reduce costs. | 


(Forcvrulls statement, Vol. 36, p.OLlL1)% 


The submissions of the Province of British Columbia to 
the Commission have expanded on the points raised by Mr. Bonner 


in his statement to the Commission. 


As a result of the growth of competing transportation 
media in the last twenty years the railways find themselves in 
a new economic and technical environment. The breakdown of the 
rail denbecs demands a completely new approach to every aspect 
of railway business activity. To a greater or lesser degree 
railways in North America are grappling with the problems of 
competition. We believe the Canadian railways have made 
considerable progress in meeting the new situation and, because 


there are only two national systems, are in a position to go 
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further and faster than their fragmented American counterparts. 


The Province of British Columbia believes that the 
central task of the Royal Commission on Transportation is to 
formulate a national transportation policy which will speed up 
the transition of the railways into efficient, integrated 
organizations serving the national interest. By national interest 
we mean the economic development and welfare of all regions of 
Our great country. Such’a transportation policy must make , 
possible that the various transportation media develop in the 
direction which will assure the lowest transportation costs to 
the Canadian people. In short, the shippers of freight and 
more particularly the long haul shippers of raw materials and 
semi-manufactured goods, must be able to take advantage of the 
economies inherent in an efficient railway system. Similarly 
with air, highway or pipeline carriers, the transportation 
dollar must be allocated as efficiently as possible, returning 


the greatest benefits to the users at the lowest cost. 


With this fundamental concept in mind, the Province of 
British Columbia advocated a cost-oriented rate making proposal 


which we now intend to review and underscore. 


FUNDAMENTAL ECONOMIC ARGUMENT 
The British Columbia Government believes that the 
regulatory environment should move towards a recognition that 
competition in the transportation industrjes is gaining momentum. 


Unless this fact is recognized in overall transportation philosophy 
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and recognized quickly, then it will be much more difficult to 
solve the problems of the major provider of transportation services 
the railways. A series of short term remedies such as piecemeal 
subsidies, or the insistence on internal cross-subsidization of 
loss services, does not recognize the overall problem of pervasive 
competition against which there is no protection. Moreover, it 
must be recognized that competition is not insidious nor an evil, 
but is replete with bounties which, if properly directed, can 
bring very real and long-term lasting benefits not only to the 
individual transportation industries but also to the entire 
Canadian economy. Competition will do this, if guided by realistic 
public policy, by whevtvne motor transport, railways, airlines, 
water carriers and pipelines to perform the tasks for which they 
are best suited by costs and service. Jn this way, and only in 
this way, will the nation's scarce resources of capital, labour 
and management be put to the most efficient use. In other words, 
through competition, the nation will be able to purehase the 
greatest possible amount of transportation with the minimum 
expenditure. 

Competition among producers will direct resources into 
the most profitable channels while non-profitable enterprises 
will be discontinued. Firms which earn a high profit will 
attract economic resources while firms with losses will repel 
them, and in this way resources are attracted to their most 
efficient employments - the occupation in which they obtain the 
highest possible net earnings. 


For example, if there was free competition in an industry 
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a firm might initially earn greater than normal profits with 
high prices. The attempt to maintain such prices would attract 
competition. The competitors would be willing to pay higher 
than normal wages, higher than normal rates of interest, etc. 

he order to enter the industry to take advantage of high profits. 
In other words, resources would be attracted by high prices and 
consequent high earnings. Eventually, under pressure of 
competition, the earnings of all labor in the industry would be 
the same, the earnings of capital would be equalized, and prices 
paid by the consumer would be driven down to the costs of. 
production (including normal profits). When this point is 
reached, i.e. when prices are equal to, the costs of production 
and earnings of a given resource are no nore than its costs in 
all employments, the resource is correctly allocated and the 
resource is making its maximum contribution to the national 


product. 


Any interference with this allocative mechanism of the 
price system leads to inefficient allocations of economic 
resources and less than maximum contribution to the national 
product. There are many such obstacles and many such ineffic- 
4encies which are largely unavoidable in a complex industrial 
society. Labour immobility will prevent workers attaining the 
highest possible earnings for example. Some resources may be 
indivisible so that large units of a resource may have to he 
used rather than small ones, thus leading to only partial 


utilization. There may be ignorance of the returns available 
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in alternative employments, there may be an attempt to introduce 
monopolistic practices such as market division, or there may be 
interference with the price mechanism itself, for example by 


the government or by groups of resource owners or producers. 


A notable aspect of competition, in which there is no 
such interference with the free working of the price mechanism, 
is that price equals the cost of production. Through the prices 
paid, and when prices equal costs of production, consumers 
purchase the products and services of low cost wHOdnene and 
ersure, by lack of patronage, that’ high cost producers are not 
encouraged. If consumers are not made aware of costs of 
production through the prices they pay, they will be led to 
patronage of the "wrong" firms from an economic point of view. 
HESS Go eu speuhart when costs are shrouded the high cost rather 
than low cost producers may get business - thus leading to a 


waste of scarce resources. 


As a first approximation, then, it can be said that 
if economic efficiency is to be achieved in transportation, 
prices should reflect as nearly as possible the costs of 
performing any service. This indicates that subsidies will 
induce economic inefficiencies through resource misallocation. 
Subsidies are of two types: (a) cross subsidies from routes or 
services from which surplus earnings accrue, and (b) direct 


subsidies from national revenues. 


1ACINTA VOR OF 
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(a), Cross subsidization. 


Cross subsidization may be said to occur when any 
transportation route or class of service is not recovering its 
variable costs and when the resulting difference between revenues 
and variable cost is recouped from other routes and services. 
Such cross subsidization is not possible where there is effective 
competition. Subsidies of this nature are to be found, for 
example, in the shifting of passenger losses to the freight 
shippers. | 


Examples abound in rail transportation where losses on 
export grain, branch lines and passenger services are made up | 
from more profitable operations. Such cross subsidization iéadn. 
to a compounding of resource misallocation. In the first place, 
on the routes and services where rates are less than costs 
transportation users patronize the low price service which, in 
fact, may be provided at a higher real cost than petential 
competitors could do if given the opportunity. High cost branch 
lines, for example, may be kept in business through low prices, 
where correct resource allocation would transfer the traffic to 
trucks. Passengers or express traffic may be carried by rail 
where, in fact, the real costs by air may be less. On the 
routes and services which are called upon to supply the subsidies 
customers are asked to pay prices which are more than costs. Here 
a further misallocation of economic resources is apparent. 


Customers will be encouraged to use alternative forms of 
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transportation with higher real costs but with lower prices. 

This over-pricing has, without doubt, encouraged the use of long 
distance trucking in Canada and the use of private trucks. This 
is certainly cheaper to the shipper or passenger but is not an 
efficient allocation of resources as it does not. represent the 
lowest cost transportation available. The result is that more 
resources than necessary are being used to provide transportation 


and the country is not economizing its transportation dollars. | 


The attraction of traffic by: artificially low prices 
subsidized from other services not only harms potential 
competitors but drives existing ones out of business. Never- 
Pietees no matter how much cross subsidization is relied upon 
LO retain or attract Gratnienens area of competition is growing 
rapidly. The provision of the subsidy from non-competitive 
areas becomes less and less feasible with the passage of time. 
However, for traffic which is not amenable to competition - 
traffic which can only move by rail - the burden will continue 
to prow. Industries which subsidize competitive traffic find 
that present markets are jeopardized, new markets cannot be 
sought after, and activity is kept at a level which is lower 


than necessary. 


For all these reasons British Columbia takes the 
position that cross subsidization of transportation service is 
not only harmful to transportation industry as a whole but to the 


entire Canadian economy, in that misallocation drains away scarce 
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economic resources. 


(b) Direct subsidization. 

Direct subsidization occurs when the government, either 
through ad rete? or indirect financial assistance, enables trans- 
portation services to be provided at less than cost. Again 
there are numerous example, from the provision of air navigation 


facilities to the various railway subsidies. 


Direct subsidies result in a redistribution of national 
income so that the receivers of benefits are not the same as the 
benefactors and the public may wish to devote resources to things 


other than transportation given free choice. 


Direct subsidy has the great advantage over cross 
subsidy in that misallocation of resources is kept to a minimum. 
Routes and services which contribute less than costs result in 
misallocation, but a second misallocation does not occur as 
other routes and services are not then asked to pay more than 


costs. From this point of view a direct subsidy is much preferable 


to cross subsidization. 


Direct subsidies, especially those given to one form 
of transportation to the exclusion of others, havemany disadvan- 
tages. A direct subsidy given to one form of transportation which 
is in competition with another will encourage shippers to use the 
more costly agency - with resulting economic inefficiency. 
Various examples of this exist in Canada (Bridge Subsidy and 


Maritime Freight Rates Act) and a more correct allocation of 
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resources would result if the subsidy was given; to all forms 

of transportation. When the provision of less-thanreost service 
is made possible not only is there an uneconomic expansion: of 
activities at the expense of others, but inefficiency is 
encouraged. Any subsidy which is unrelated to efficiency must 
therefore be suspect from the economic point of view. A 
transportation industry - management, labour and capital - will 
continue to be inefficient when it is realized that losses can 
be recouped from the government. tt ts therefore urged, on 

the grounds of efficiency and in the interests of long-term 
resource allocation, that subsidies for uneconomic services 

be of a declining nature. An example of a decljning subsidy 

is the early air mail payments to Trans-Canada Airlines and to 
subsidy payments to U. S. Airlines. Where transportation services 
are now operated at a loss but where it appears that long-run 
economies will make them low cost and profitable, it would seem 
that direct subsidies on a declining basis, conditional upon 
increased efficiency, would be in the interests of economic 
efficiency. Such a subsidy would induce transportation operators 
to concentrate their services on their need econo! cat routes, 
rather than dissipate their resources over all routes, high cost 
or low. Subsidies should only be granted because of compelling 


national interest. 


In a competitive situation, as prices reflect the costs 
of service, profits are sufficient, but not more, than necessary 


to reward producers, resources are attracted into their most 
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efficient employments, investment is directed into the right 
channels, the maximum quality and quantity of service is produced 
at the lowest cost, excess capacity is eliminated, the weakest 
competitors are driven out, and the industry is thereby kept 
efficient. In other words, there is perfect allocation of 
economic resources and a pricing system more nearly related ta 
the costs of service must be regarded as the only major remedy 


available for the current ills of the Canadian transportation 
system. Correct pricing policies should eventually achieve all 


that can be accomplished by subsidies and at less cost to the 
public and to the shippers. 3 | 


Maximum rates. 


If perfect competition were present throughout the 
transportation industries the regulation of rates and fares would 
be superfluous as exploitation would not ne possible and predatory 
pricing could not occur if losses could not be made up from other 
sources. Although this perfect degree of competition may never be 
reached, there is certainly at the present time a large area of 
traffic in which at least two forms of transportation can compete. 
Where this is so, competition becomes the automatic regulator of 
maximum rates and formal regulation is not required. The: 
existence of this competition is evidenced by the multitude of 
competitive rates and agreed charges which are growing daily. 
Other areas of traffic exist, however, for which there is 
transportation by only one mode, “thee because of the nature of 


the commodity or because the costs of any alternative means of 
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transport would be so far above the selling price, of, the commodity 
that it could not be utilized. It is doubtful whether some 
traffic will ever become competitive and sought after by more 

than one form of transportation. An example would be lumber from 
Vancouver to Winnipeg where the trucking costs alone would at 
least equal the selling price - leaving nothing to cover the 


costs of production. 


It is a proposal of the Province of British Columbia 
that a shipper who felt that he was captive could put his case 
to thé Board of Transport Commissioners who would decide whether 
or not he was entitled to maximum rate protection. The concept 
of a captive ay hae was evidently in the mind of the Canadian 


National Railways when they said: 


"Canadian National recommends that, for 
reasons given in Chapter II of this submission, 
Section 328(1) be amended to give the railways 
freedom to set rates which must be compensatory 
and published for the information of all concerned, 
without any overriding power of disallowance being 
vested in the Board, except where a shipper can 
show that no practical means of transportation 
other than the railway is available to him." 

(Vol. III, p. 18494 - Hart in chief). 


In such instances there is clearly room for exploitation 
by imposing rates according to what the traffic will bear, and the 
greater the departure from cost related rates the greater the 
misallocation of economic resources. Here there is a clear need 
for maximum rate regulation, the only question being what should 


constitute the maximum. 
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In 1950 British Columbia presented a brief to the 
Turgeon Commission in which it was advocated that freight rates 
in Canada should be based more closely on costs than had been 
the case in the past. While it may be assumed that the railway 
companies have always been conscious of their overall costs of 
operation so far as could be determined in 1950 this was a very 
secondary consideration in the making of rates. Such tests as 
were made at that time were really not "cost" tests at all but 
rather "revenue" tests. If a rate was found to be above the 
average revenue per ton mile it was assumed that it was above 


out-of-pocket costs and therefore acceptable. 


While the cost of service basis of rates had been 
discussed for some years prior to 1950 it had not Pound any 
general acceptance. At that time the costing of services was 
a very time-consuming process and could only be done in any event 
on a very rough and ready basis. Further, while competition was 
beginning to make inroads on the revenue position of the railways, 


it was not the pervasive threat that it is today. 


The Commission did give some consideration to this 


submission but rejected it, saying: 


"CONCLUSIONS AND RECOMMENDATIONS 


The proposal submitted by British Columbia has 
not been shown to be a practical one. The amendment 
is expressed in terms which might have a more far- 
reaching effect than appeared to be in contemplation 
by Counsel. It might, indeed, lead to much higher 
rates than at present being charged on low-valued 
primary commodities. It is important that these rates 
should be kept relatively low. Shippers have come to 
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depend upon them and it would be a dangerous experiment 
to upset the present value of service principle in 
favour of the untried cost of service principle. The 
proposed amendment cannot be accepted." 


In 1961 we find the situation quite different. New 
techniques have been developed and the most outstanding has been 
the costing of the grain movement done by both railways. 
Further, Mr. Hart told the Commission that the Canadian National 
Railways has done many costing studies. The railways today face 
competition from other transportation agencies which affect or 
potentially affect a very large part of their traffic. We 
venture to suggest that the trucking industries might have been 
a much greater threat in respect to some types of. trafiic if 
they had not followed the railway pricing system as closely 


as they did. 


Airlines are now practically eliminating long distance 
passenger traffic so far as the railways are concerned. It was 
interesting to note in a recent article written by Gordon 


McGregor, President of Trans Canada Airlines, that he said: 


"All fares were calculated on a unique cost 
curve principle, bringing the charge on each route 


segment into closer relationship with the actual cost 
of operating over that route. More than 2,200 


individual fares were calculated in this manner." 


Sr Gazette, January 14, 1961, Annual Review, 
Die se) 


It has even been suggested at the hearings before this 
Commission that all railway traffic is potentially subject to 


competition or will be in the not too distant future. 


Under these circumstances it is our submission that the 
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time has arrived when a new basis of rate making must be adopted. 
While we do not suggest that all rates be changed overnight, we 
do say that costing techniques have developed sufficiently that 
a change can now be undertaken without unduly disrupting the 


present rate structure. 


The Railway Act has always provided for just and 
reasonable rates - to both railways and shippers alike. The 
jurisprudence has developed that the whole body of rates are 
only just and reasonable to the railways if they provide 
sufficient overall revenue to the railways to ensure a healthy 
financial picture - as to the shipper the justness and reason- 
ableness of his rate depended on a comparison with other rates 
for the same or similar commodities and the ton mile revenue, 


etc. from such rate as against other rates. 


Such a test of reasoriableness may have been reasonably 
satisfactory in the past but under present conditions is 
completely unacceptable. Since competition is now so pervasive 
and since competitive rates must be related to costs, it is our 
submission that the only proper test today must be cost. No 
Shipper should be given a rate below the out-of-pocket costs of 
rendering the service (and there appears. to be a very general 
acceptance of this principle not only by the railway management 
but others). Nor should a shipper be required to pay in excess 
of the total cost (as nearly as it can be determined) of rendering 
the service to him. This total cost will include a fair return 


by way of profits to the railways. 
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The accepted test of reasonableness in the past has 
been a subjective one; today an objective one is required. 
This can only be determined on a basis of cost. The present 
test is in fact a circular test and if all rates except one 


were eliminated we would have in fact no test whatsoever. |. 


Our submission is that where competition is not’the 
reguhator oef-rates (and where competition in fact does, exist, 
we submit it is the best regulator), there is still a need for 
maximum rate control. Further, that such maximum rate control 
should be related to costs. If a shipper does pay his fully 
allocated costs - including a reasonable return to the railway - 
is it reasonable Banana the railways to charge him more? 


We definitely say no. 


The railways have suggested in their grain cost 
submissions that they think that fully allocated cost of handling 
grain will produce a just and reasonable rate. If.,this.is so - 
and we agree with the railways' submission in this regard - why 
is not this also just and reasonable as to all other rates? 
Surely they cannot be heard to say that while fully allocated 
costs are, satisfactory for grain rates the maximum for other 


rates must be higher. 


The full argument in favour of cost of service and the 
need for a minimum to hs Foc rate control is set out in Part 2 
of our brief and in the evidence presented by Mr. Hughes. We 
earnestly urge that the utmost consideration be given,ta Mr... 


Hughes! evidence which we submit received considerable acceptance 
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from other witnesses appearing before Lhe Commission. 


Again we say it is the principle we are concerned with 
at this time. We know that there are very practical problems 
to be solved before all rates can be related to costs. It would 
only be natural for railway officials to emphasize these problems. 
They have made rates in the old manner Lor so6 many years that 
they do not want to change. Unless a very definite recommendation 
is made by your Commission to the effect that the various | 
provisions of the Railway Act dealing with tariffs and tolls 
should be: substintially revised to ensure that the principal 
weight in rate making will be on costs, we are satisfied that 
no change will be made. Every rate should be tested in due 


course for justness and reasonableness on a basis’ of''cost. 


During the hearings we suggested that maximum rates 
might be fixed somewhat above fully distributed costs if 
necessary to protect the railways' revenue position. (Transcript, 
Vol. 78, pp. 13788-9). After further consideration we have’ 
come to the conclusion that this should be permitted only on an 
interim basis and that once the fully distributed costs of any 
traffic have been determined that should be the maximum. The 
changes necessary will require some years to achieve but the 
policy should now be adopted that in due course full distributed 


costs should be the ceiling for captive traffic. 
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SOME CONSLQUENCES OF A COST ORIENTED 
RATE STRUCTURE 


It is the submission of the Province of British Columbia 
that the Canadian Freight Rate Structure must be reoriented in 
its entirety from a value of commodity to a cost of service basis. 
When a decision in principle is made to adopt a cost-oriented 
pricing system certain consequences must necessarily follow, and 


we desire to recapitulate briefly some of the more important. 


(a) The existing Canadian Freight Classification would 
be replaced by a new document in which "loadability" of a 
commodity would be the main criterion for ratings). [hie sconces pt 
is based on the well known fact that the more of a commodity 
that can be loaded in a freight car the lower the unit cost. 
Thus the new Classification would provide rates and incentives 
to encourage the greatest utilization of car capacity. This 
approach is not new to the Canadian freight rate structure but 
is applicable at present mainly to truck competitive rates. 
Our proposal would cover all rates and would result in lower 
costs to the shippers and higher net revenues to the railways. 
The failure on the part of the railways to implement such a 
proposal will of course further encourage private transportation 


media and enhance the possibility of resource misallocation. 


(b) Minimum rates would be set for all traffic based 
on long run out-of-pocket costs. It is difficult to ascertain 
at present whether the regulatory minimum for competitive rates 


is long or short run out-of-pocket costs. To prevent predatory 
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inter-agency pricing the universal minimum rates proposed by 
British Columbia would assure that no traffic was carried at 


less than long run out-of-pocket costs. 


(ce) Maximum rates would be set for non-competitive 
or captive traffic. The maximum rates would approximate the 
total cost of movement. There would be no maximum rates for 


competitive traffic. - an ever increasing proportion of the total. 


(d) General revenue cases and horizontal percentage 
increases would no longer be required under the British Columbia 
proposal. The railways would be free to quote any rate on 
competitive traffic above their minimum of long run out-of-pocket 
costs. They would be restricted only by the maximum rate 
schedule on captive traffic. ‘If an increase in total rail costs 
should occur both the minimum and maximum rates would have to be 


raised but the captive traffic would only bear its fair share of 
the increased costs. It would not be possible to load the bulk 


of the revenue requirement onto captive traffic as the railways 
endeavor to do now. Increases in costs would be allocated by 
the appropriate output unit to the particular segment of rail 
work which incurred the additional cost. 


When a cost such as income tax cannot easily be 
broken up into variable and constant costs, the new technique 
of multiple regression analysis will assist in establishing the 
variable portion. The constant element would then be recovered 


by "what the traffic will bear", subject only to the maximum 
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rate on captive traffic. Approval and supervision of the 
Board of Transport Commissioners will only be necessary for 
minimum rates on all traffic and maximum rates on captive 


Cea. oe « 


(e) As the Board of Transport Commissioners would 
no longer have to authorize maxima for competitive traffic, 
and as captive traffic would be subject to the maxima of fully 
allocated cost, there would be no need for the retention of 
the Requirement Formula. The railways could earn as much as 


they wanted subject only to maximum rates on captive traffic. 


(f) The Long and Short Haul Rule and the One and 
One-third Rule would disappear as protection for intermediate 


traffic would be based on cost. 


(g) Subsidies such as the "Bridge Substay!! would 
be eliminated. The whole approach to subsidies would be on the 
sone es of cost and public necessity. Arbitrary hane-outs such 
as the "Bridge Subsidy" would be integrated into an overall | 
national subsidy policy related to increased efficiency or. 


compelling national interest. 


(nh) The regulatory body - the Board of Transport 
Commissioners - would require the development of a strong 


cost section to check the rail cost calculations. 
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GRAIN RATES 


A great part of the Commission's public hearings 
involved a consideration of the rates on grain. It would appear 
to us that it cannot be questioned that there is a burden placed 
on other trarfic asia resuLv of ourvnational politysiny this 
respect. Just how great this burden is must of necessity be 


a very difficult task to determine. 


It is not our intention to enter into a discussion of 
the various cost studies which have been presented to the 
Commission. That the Crowsnest rates are a burden is in our 
submission very obvious from even a cursory examination of the 
situation since the. Turgeon Report. Freight rate increases 
since 1950 have been based on increased costs over those 
existing prior to the particular application. The increased 
costs applied to all phases of the railways' operations. It Was 
not only the engineer on a train hauling lumber that received a 
wage increase but also the engineer on a train hauling grain. 
Since the grain rates could not be increased someone else had 
to bear the burden of the increased wages to the second engineer. 
It may be conceded that since the Canadian Pacific Railway 
Company has not reached its permissible level of earnings, some 
of the burden may have been borne by its shareholders. However, 
we must ask ourselves whether this situation would not have 
existed even if the grain rates had been subject to increases. 

So far as the Board of Transport was able it was granting an 
increase which was estimated to reimburse the railways the full 


amount of their increased costs. 
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For many years no official comment was made in respect 
to this burden until finally it became so apparent that the 
Board of Transport Commissioners made the following comment 


in its Judgment of December 27th, 1957: 


"These factors indicate that it is the freight 
rate structure itself which is largely responsible 
for the situation in which the railways now find 
themselves, rather than any defects in the '‘requirements' 
formula. This difficulty is intensified by the fact 
that the grain traffic within western Canada is carried 
at statutory grain rates which cannot be increased and 
which yield only one-half cent per ton mile, compared 
with the general average including statutory grain of 
about 1.4 cents per ton mile, or approximately 2 cents 
excluding statutory grain. The increases required 
through increased cost of operation must therefore 
be placed on other traffic. The statutory grain rates, 
of course, are the result of a contract made in 1897 
between the Canadian Pacific and the Government of 
Canada, for which that railway received certain 
considerations, and as pointed out by the Royal 
Commission on Transportation in its report in the 
year 1951, these rates are entirely subject to the 
jurisdiction of Parliament. The Board must take 
notice of this fact and govern itself accordingly." 


(Pages 28 and 29, Pamphlet copy of Judgment). 


And again in its Judgment of November 17th, 1958 


is said: 


"Grain Rates 


In its December 27, 1957 Judgment the Board noted 
that it has no power to increase the statutory rates on 
grain and flour. This is certainly so, and it follows 
that no part of rate increases required by the railways 
to meet increased cost of operation, including such 
part of that cost as is incurred in the carriage of 

- that traffic, can be placed by the Board on those 
statutory rates. Evidence was given to the effect 
that over a quarter of the revenue ton miles on Canadian 
Pacific are in respect of grain and grain products 
carried on such statutory rates." 


(Page 18 of Pamphlet copy of Judgment). 
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British Columbia agrees that at the present time it is 
in the national interest to assist the farmers to export their 
grain. It is our submission that such assistance should be 
strictly limited to’ such grain as is dn fact exported trom 


Canada. 


The Railway Act (Section 328) only applies to "grain 
ane Tours.) If the present tariffs of the railways are 
examined it is found that many other items are now given the 
same rates. Mr. Edsforth was examined in regard to this 
(See, Transcript, Vole 13) pp. 91707-0790). and particularly jon 
page 1795: 


ea) And there are a great many products that would 
not come under the heading of grain and flour? 


A Yes, there are commodities that would not be 
considered as grain or flour - a few of them." 


And again on page 1796: 


fe) iam NotmerlElCr mine tne Tea wayiat aun and J 
do not want to give you that opinion, I just 
want to get to the fact that there is now 
under this tariff a great many items that could 
not be considered under the description of 
eral and flour? 


A There are quite a few, yes." 


It is our further submission that domestic grain rates 
are at the present time unreasonably high. For example, the 
export grain rate from Calgary to Vancouver is 20¢. The raliways 
say they should receive 40¢ which would return them their fully 


distributed costs and such a rate would be just and reasonable. 
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Yet on the other hand the domestic rate is 70¢ (less the "roll- 
back" subsidy at the present time). How can that possibly be 


a just and reasonable rate? 


Mr. Roberts, under cross-examination, had this to 
say: 


"Well, generally speaking, the cost I don't 
imagine would be any different.” 


(Transcript, Vol. 28, ps4147). 
He was there speaking of the costs of moving domestic as compared 


_with export grain to Vancouver. 


We further call the Commission's attention to the full 
discussion of this situation which is set forth in the evidence 
given by Mr. Creelman on behalf of the Surrey Co-operative 
Association, which is found 4n Vol. 41, pp. 6802-6835 of the 
transcript. It is our submission that commodities with the 
Same cost characteristics should be charged the same rate, 
and if fully distributed costs are considered as a just and 
reasonable rate for export grain, it is also just and reasonable 


for domestic grain. 


We now. come to the vexed question as to how the subsidy 
is to be paid. The trucking interests suggest that it be paid 
to the shipper himself so that he can decide what means of 
transportation to use. However, in our submission the sheer 
weight of the administrative probiems which would arise if such 
a policy were adopted would appear to make this impractical. — 


We think that for the foreseeable future the movement of, grain in 
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Western Canada must depend on railway transportation to the 
greatest possible extent. This does not overlook the fact that 
there are now some movements by truck and this may increase in 
the years to come. Grain is a bulk commodity and as such we 
are of the opinion that Canada will make the most economical 
use of tee transportation facilities if grain is primarily 


moved by rail. 


If, on the other hand, trucks should at any time be 
required by statute to haul grain at less than fully distributed 
costs, they should be subsidized in the same manner as the 


railways. 


PASSENGER LOSSES 


In the 21% case the Province of British Columbia 
urged on the Board of Transport Commissioners that passenger 
losses should not be cross-subsidized by the freight traffic, 
and also that accounting systems should be adopted to show 
what the amount of such losses, if any, were. The Board at 


that time dealt with the subject in the following language: 


"Tt is generally recognized that freight 
services are relatively more profitable than the 
passenger services. The rates of both classes of 
service are subject to regulation under The Railway 
Act. The freight and passenger services are both 
essential to the respondents and to the public in 
general. The railways are required to furnish both 
services. They are interrelated. And revenue losses 
or deficits on the one must necessarily be compensated 
by earnings on the other if the railway carriers are 
to continue to operate. JI am unable to agree with 
the submissions made here that we can authorize no 
increase in freight rates, if such increase, to some 
degree, be necessary to correct deficiencies in aggregate 
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earnings growing out of the inability of the passenger 
service to meet its full share of the revenue burden. 
This is the view taken of the matter by the Interstate 
Commerce Commission of the U.S.A. in 4 number of 
decisions. Reference is made to some of the judgments 
of that Commission." 


(Page 4, Pamphlet copy of Judgment). 

Since that time the problem has been compounded. The 
railways have been able to advise your Commission as to the 
staggering out-of-pocket losses incurred on the passenger service 
in 1959. Mr. Saunders has made his own estimate of these losses 
and he finds them to be even more substantial. The estimates 
before the Commission for the Canadian Pacific Railway vary from 
$29,000,000 to %+3,000,000 and for the Canadian National 
Railways from 441,000,000 to 102,000,000. It has ‘been 
Suggested that there was a time when the passenger services were 
operated at a profit and that since management is doing every- 
thing in its power to reduce the present losses the freight 
shippers should in the meantime make good whatever those losses 
are. Now we have stated that this Commission rags look’ to the 
future. We think that it is agreed that the passenger traffic 
which can be economically provided by the railways in the future 


is limited and that in due course their plants will be adjusted 


to handle only such traffic. 


The Canadian Pacific Railway has stated through Mr. 


Sinclair: 


"Canadian Pacific is not asking this Commission 
for a subsidy for any problem it has in 
passenger traffic." 


(Transoript, Vol. 10,) p.l291) 
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which would mean that the losses would continue to be a burden 


on the freight shipper. 


Passenger service can never be entirely eliminated 
and many points in Canada will require passenger services which 
will have to be provided at a loss. It is in the national 
interest in the broadest sense of the term that this be done. 
LU issnot' a question) as to whether or not it is in the national 
interest to provide service for one more point, but rather that 
all points now served by the railways are entitled to some means 
of passenger transportation, and if there is no reasonable 
Substitute fur the railway service es railways should be 


required to continue their present service. 


In our opinion Sooner services which are required 
in the national interest should be subsidized by the national 
treasury and not by the freight shippers. We do not conceive 
of this subsidy continuing indefinitely, but in spite of the 
best efforts of railway management it may continue for some 
years, although on a declining level. Further we say that if 
the railways do not wish to accept a subsidy for this service, 
then such losses as they may have should be eliminated when 
considering the fixing of freight rates; in other words, let 
the shareholders bear the neaee, and risks of managerial 


Giscretion. 


OTHER NON-COMPENSATORY SERVICES 


Under this general heading we include branch lines, 
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and rates and services other than statutory rates and passenger 
services which the railways may be required to maintain in the 
national interest or because of public policy. The evidence 
before this Commission shows that there are many such services 
which are operated at less than out-of-pocket costs. Again 

they place a burden on other shippers unless they are being 
directly subsidized by the Government as in the case of the 
Newfoundiand ferries. For reasons previously set forth in this 
argument we maintain that those services should be Sind tae ods 
directly by the Government to the amount of the full distributed 


costs of such -ervices. 


THE APPLICATION OF DIRECT. SUBSIDIES 


kit res clear that the railways will have to accelerate 
their program of technical and structural modernization. We 
affirm that this can be most effectively accomplished by a 
cost-oriented rate making system which will force the railways 
to een en te on the most profitable services and divest 
themselves of services which can be performed more efficiently 
by other media of transportation. However, we concede that such 
a program will take some period of time’(5 to 10 years). In 
the meantime the railways require financial assistance. The 
question is how shall such assistance be given so that the basic 
program will assist the railways’ to move more rapidly towards an 


efficient and economic organization, 


The Province of British Columbia favours a direct 


subsidy from the Federal treasury for uneconomic rail services 
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which must be continued because of public convenience or 
necessity in the national interest. In this category we include 
uneconomic branch lines, passenger and express services. In 

the period of time required to adjust these deny toes to a 

paying basis or to eliminate them, other services should not 


‘be forced to cross-subsidize them. 


Similarly other traffic should not be compelled to 
subsidize export grain losses. The difference between the 
current rate and a just and reasonable rate related to cost 
should be made up by the National Government as long as the 


export grain rates are frozen at the statutory level. 


The Royal Commission was instructed to investigate 
inequities in the freight rate structure. As we have pointed 
out, one of the most fundamental inequities is the cross- 
subsidization of some rail services by others. The Federal 
Government realized this when they provided a $20,000,000 
subsidy in 1959 for non-competitive traffic to compensate for’ 
that traffic bearing an unfair proportion of increased cost due 
to cross-subsidization of other rates and uneconomic services. 
The Government implicitly recognized that captive traffic 
required relief. We strongly recommend that this relief to the 
captive shipper be continued in any proposed scheme of subsidy 
until the railways can publish maximum rates for captive traffic 


based on fully allocated costs. 


In addition to subsidies for uneconomic services 


aforementioned the National Government provides subsidies for 
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commodity movements and regions. Subsidies are paid for the 
Carriage of feed grain, coal, the Maritime Freight Rates Act 
and payments to the Canadian National Railways covering losses 
on rail and ferry operations in the Atlantic Provinces. (See 
Vol. 28, pp. 4169-73, cross-exam. J. Roberts). Such subsidies 
are paid in the national interest. They are not calculated, 
however, Br a proper economic basis of cost but are arbitrary 
amounts. For example, the feed grain freight rate into British 
Columbia from Alberta is three times the export rate, yet the 
costs of movement are the same. Hither the export rate is tog 
low or the rate on feed grain is far too high. At the present 
time some of the difference between the two is paid by a direct 
subsidy so far as feed grain is concerned. Rates and subsidies 
of this character must be related to the cost of producing the 
service, and a fair and reasonable price for the service in 


our submission should not exceed fully allocated costs. 


The only subsidy which is completely devoid of economic 
purpose is the so-called "bridge subsidy." In our submissions 
the Province of British Columbia has urged the repeal of this 


subsidy. 


The Turgeon Commission considered the "bridge area" 
as "a long stretch of unproductive or only partly productive 
territory" (Turgeon Report, p. 253). There are other "long 
stretches of unproductive, ete 2% territories in Canada which 
are equally as important as (thes in the railway system of Canada, 


for instance, Revelstoke to Calgary, and yet no subsidy is 
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provided or asked for traffic over this vital link. In fact 
at one time shippers were charged extra for freight moving 
over this part of the railway, and one of the main reasons given 


for the differential was the low density of traffic at that time. 


At the present time producers and manufacturers in 
British Columbia compete with producers and manufacturers in 
Ontario and Quebec for many items in the prairie markets. 
Because the freight rate from Ontario and Quebec enjoys the 
subsidy while the manufacturer in British Columbia has no such 
assistance the market area in which the British Columbia manuf- 
acturer has the benefit of hie vecerapnie position (1.e., being 


closer to the market) is restricted. 


Certainly the volume of traffic originating in the 
bridge area per mile of track on both the C.P.R. and the C.N.R. 
does not indicate any need for a subsidy in respect to this 
particular part of the line. (See B. C. Brief, Part I, p.34, 
and as to the density of traffic see Saunders Brief, Vol. l, 
pp. 54-66). 


Let the Government incorporate the $7,000,000 paid 
under this subsidy in an overall subsidy for captive traffic 
and thereby eliminate this discriminatory piece of legislation. 


Any program of subsidies recommended by the Commission 
should be in large part a means to an end. Essentially they 
must cushion the social and economic consequences of the rapid 


changes in our transportation systems. They should apply to 
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all media of transportation where possible so that the most 


efficient media will prosper and the inefficient be eliminated. 


We recommend that all the direct subsidies affecting 
transportation should be consolidated under one administrative 
body which should be required to direct the national transport- 
ation policy to ensure the most efficient transportation plant 
for Canada. Its duties should include a continual review of 
the non-compensatory services to ensure that the maximum 
economies are being effected, thereby reducing the amount of the | 
subsidies, and so recommend changes in our national transportation 
policy in keeping with changing conditions. It would in effect 


become a planning board of our national transportation policy. 


ONE AND ONE-THIRD RULE 


‘The Province of Alberta has suggested to the Royal 
Commission that the one and one-third rule modifying long and 
short haul discrimination be applied to agreed charges from 
“Bastern Canada to the Pacific Coast as well as other trans- 
continental rates. It is our contention on the contrary that 
the one and one-third rule should be eliminated from the Railway 
Act. We believe that the reasoning behind the one and one- 
third rule is fallacious. 


If a rate from Hastern Canada to Alberta is just and 
reasonable (under the current illogical procedures) the higher 
rate from Eastern Canada to Vancouver is also just and reasonable. 


If, however, due to water competition at B. C. coastal points 
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the railways are forced to reduce the rate to Vancouver, the 
rate to Alberta is still just and reasonable. The one and one- 
third rule was a sop to popular clamour in Alberta that they 
were being discriminated against because of lower competitive 


rates to B. C. coastal points, 


The net result of the one and one-third rule was to 
force the railways to cancel some of the water and market 
competitive rates to Vancouver; in fact the railways had to 
relinquish traffic at Vancouver to competitors, weakening their 
overall net position and thus putting pressure on other rates 
to bear a greater share of fhe increased costs. We believe 
the measure of any freight rate discrimination against Alberta 
or any other Province is the result of cross-subsidization of 
uneconomic services. The solution to this problem has been 


outlined above in some detail. 


The receiver of freight in Alberta is entitled to a 
just and reasonable rate based on the erenaecds that are for the 
time being applied to the other rates of the same category. 
The Board of Transport Commissioners has consistently refused 
to judge the justness and reasonableness of a non-competitive 
rate by comparison with a competitive rate - you are not comparing 


like with like. 


What Section 337 of the Railway Act does is to enact 
that intercontinental competitive rates are to be subject to 


conditions which do not apply to other competitive rates. In 
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our submission this is nothing but discriminatory legislation - 
discriminatory mainly against the Province of British Columbia. 
There are competitive rates in Alberta that are less than one- 
half of the rates on the same commodity for similar mileages 

in other.parts of Canada. (See evidence of Dr. Harries, 
Transcript Vol. 97, pp. 16533-4). No one has suggested any 


Special rules as to. such competitive rates in Alberta. 


Dr. Williams, a distinguished witness called on behalf 
of the Province of Alberta, had this to say on the principle 


involved in this issue: 


VA Well, this is a question that is not easy to 
answer in the abstract. If one has a condition 
in which imported commodities can be laid down 
on the British Columbia coast on a basis that 
would not permit Canadian sources of production 
to meet that competition except with reduced 
rates, then it appears to me that so long as 
the rates that are used for that purpose are 
in the first place compensatory rates, in the 
sense that they return more than the added cost 
of handling that traffic, whatever it may be} 
and, secondly, are as high as is possible in 
the light of the import competition to sustain 
a Canadian participation in the market, then 
no one could properly take objection to those 
rates, nor would it follow that because the 
rates had been reduced in that competitive 
circumstance rates elsewhere would require 
to be reduced." 


We strongly urge on this Commission that it should 
recommend that Section 337 of the Railway Act be repealed and 
the submission by the Province of Alberta that such a provision 


should be applied to agreed charges be not entertained. 
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REGULATION OF INTERPROVINCIAL AND INTERNATIONAL 
HIGHWAY TRANSPORT 


The trucking industry is a vital part of the trans- 
portation plant of Canada and a truly national transportation 
policy can only be effective if trucks are treated in the same 
manner as railways. However, when it js realized that the 
greater part of the trucking operations in Canada, namely 
intra-provincial and private trucking, do not come within the 
jurisdiction of the Federal Government, it is difficult to make 


any meaningful ~ecommendations to this Commission. 


When the Privy Council held in the Winner case that the 
Federal Government had complete jurisdiction over inter- 
provincial and international highway transport, the Federal 
Government saw fit to delegate their authority to the Provincial 
Government Regulatory Boards. It was to be expected that the 
different Provincial Boards across Canada would deal with this 
problem in a variety of ways and we are not aware as to whether 
or not the Provincial Boards have exhausted every possibility 
to ensure a uniformity of administration in all parts. of Canada. 
It is our recommendation that the Federal Government should take 
every step possible to ensure the uniformity of administration 
through the Provincial Boards, but if this does not prove to 
be effective, then the Federal Government should assume its 
full responsibilities for regulation in this field and give 
authority to some Federal Regulatory Tribunal for this 


purpose. 
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CONCLUSION 

The basic industries of British Columbia are heavily | 
dependent on rail transportation. Specifically we refer to our 
forest, mining and agricultural industries. Not only is our 
basic production functionally tied to rail because of the nature 
of the product but because of the long hauls involved to United 
States and domestic markets. The weighted average haul per ton 
of commodity rated traffic shipped from British Columbia is 
more than twice the national average - and the cost of shipments 
is 193% of the national average for the same commodities. 
(VoL. 41, >p. 6915)... It is quite understandable why British 
Columbia is so concerned about the efficiency of our railways 
when we have the longest hauls and highest rail transportation 


charges of any Province in Canada. 


In 1957 the average haul per ton of forest products 
(mainly lumber and plywood) originating in British Columbia was 
1768 miles. The average haul of agricultural products (mainly 
fruit) out of British Columbia in the same ee was 1283 miles. 
Similarly the average haul of manufactured goods into British 
Columbia was 1714 miles. This compares with the national 
average hein per ton for carload shipments of 325.6 miles. 


(Vol. 41, pp. 6909 and 6914, Tables VIII and IX). 


Because the bulk of rail shipments from British Columbia | 
are composed of primary or semi-processed materials the lowest 
possible freight rates are required consonant with the cost of 


the service. It is precisely in the movement of heavy materials 
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long distances that the economics of rail transport are most 
important. British Columbia production must obtain the 
advantages of cheap long-haul transportation without imposing 
burdens on other commodity movements. In short, it is our 
contention that long-haul products should not be forced to pay 
more than their total costs of movement and certainly should 
not be called upon to cross-subsidize other rates and services. 
We assert that if cross-subsidization is eliminated no commodity 
will pay more than its total costs and this is a just and 
reasonable charge for the services rendered to a shipper by 

the railways. We also realize that this is an ideal condition 
which we must try to approach and, in the process of which, 
correct the real areas of discrimination and inequity in the 


freight rate structure. 


In the foregoing we have attempted to set forth what 
we consider to be the important principles which should be 
Pevonneaded by your Commission. We think that we have 
approached the problems bearing in mind not:only the difficulties 
and problems which the railways face in this period of transition, 
but also the difficulties and problems of the users of the | 
railway services. Both the railways and their users are 
equally concerned with the future economic development of 
Canada. Railways can only prosper if the users prosper and 
expand under reasonable economic conditions. Canada has 
developed into a great nation in spite of our great distances 


and relatively small population. We possess a transportation 
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plant capable of ensuring that this development continue and 
even accelerate in the future. Let us now ensure that the 
most economical use is made of this plant by adopting policies 
for the future which will bring the greatest possible benefits 
GO all) parts or our country. This will require fundamental 
eianies., but if we should delay in making such changes the 
problems of the future will undoubtedly be multiplied manyfold. 


ALL OF WHICH IS RESPECTFULLY SUBMITTED 


Vag Cen Za _ Neely) eal hae 
Counsel for the Province of 
British Columbia 


Vancouver, B. C., 
February, 1961. 
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